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The management of working capital is a key critical consideration all entities need to make 
given its strong influence on firm profitability. The working capital decision finds further 
importance given that it ultimately determines firm value and shareholder wealth 
maximisation. Working capital management essentially involves the managing of entity 
current assets and liabilities in an optimal manner to positively influence profitability. This 
management of short-term operational assets and liabilities needs to be contrasted with 
the liquidity risk introduced by the manner an entity decides to structure its working capital.  
There is a strong relation and interdependence between corporate profitability, liquidity 
and working capital and how this relationship pans out within the South African clothing 
retail context was of key and primary interest for this study.  
The South African clothing retail sector is a key industry and plays a vital role to the health 
of the South African economy given that it contributes to over R200 billion of the GDP, 
both directly and indirectly. Moreover, this sector is responsible for the employment of over 
2% people in South Africa. Thus, clothing retailers are critical and need to be managed 
appropriately. Given the importance of the sector, the factors that influence its profitability 
and ultimately success need to be given attention.  This study thus focuses on unpacking 
the introduced interdependence and trade-off between working capital with liquidity and 
how this influences profitability of South African clothing retailers.  
To do this, the research probes the working capital components and policy structures of 
the  JSE listed South African clothing retailers over a seventeen-year period (i.e. 2003 – 
2019). Particularly, the working capital management (WCM) components and policies are 
investigated to ascertain how the way in which they have been structured has impacted 
profitability. The WCM components are delineated as Inventory Days on Hand (IDH), 
accounts receivable days (ARD), account payable days (APD) which make up the cash 
conversion cycle (CCC), a measure of how long an entity’s cash flow is tied up in 
operational activity. The WCM policy perspective is framed through the lens of the working 
capital investment and financing policies which speak to how the operational assets have 
been financed or invested in. Profitability for this research is defined as the operating profit 
margin and return on operational assets, giving the robust perspective of both an income 
statement and balance sheet approach. To ensure control from extraneous factors 




The study uses both a descriptive and inferential statistical approach in coming to its 
conclusions. The descriptive Pearson Correlation analysis assists the research in gaining 
a starting point by highlighting present and significant relationships among the variables. 
However, the correlation analysis does not answer the causality aspect of the study which 
is important for the inferential conclusions the study purported to make. Consequently, 
panel data analysis is employed in order to make inferences relating to the relationships 
between WCM components and policies with profitability. In that process, the research’ 
two primary objectives are addressed.  
With  respect to the first object of how the WCM components influence profitability within 
a South African context, the study concludes that inventory management is the single 
most critical element in terms of influencing profitability. The study concludes that there is 
a strong and negative association between firm profitability and inventory turnover. Thus, 
entities need to ensure inventory is sold as quickly as possible, this not only increases 
sales and generates revenue but provides benefits from an expense management 
perspective given the reduced inventory holding and storage. Furthermore, the research 
findings also emphasise on the importance of the credit granting and collection policies of 
South African clothing retailers in being relevant to the South African economy and 
consumer market. There is a positive association between ARD and profitability. Thus, to 
promote sales and profitability, these clothing retails need to allow for more relaxed credit 
granting and collection policies. APD shows a significantly negative but minimal 
association with profitability, thus there is room for South African clothing retailers to 
increase profitability through the deferment of repayment of outstanding creditors and the 
use of that additional liquidity towards more interest-bearing activities. However, this 
needs to be balanced with the potential downside reputational and credit risks associated 
with such actions. Supplier relationships have been shown to be important within a 
developing economy context and need not be threatened. The cash conversion cycle 
which is a culmination of these three elements shows a negative association with 
profitability thus purporting that in an attempt to increase profitability, the clothing entity’s 
in the South African market should target an increase in inventory turnover and payables 
management based strategy while in tandemly effectively managing the investment in 
accounts receivable to allow for increased sales and profits. 
The second objective deals with the influence of the working capital policy structuring on 
the profitability of South African clothing entities. The research finds that South African 




achieve more profitability. Profitability of the entities operating in this sub-sector can grow 
by as much as 6.5% with an additional one percent investment in current assets. In 
tandemly converse with these findings, it is concluded in the study that an aggressive 
working capital financing policy will have a negative impact on profits, eroding firm value. 
The study finds a negative and strong association between aggressive working capital 
policy and profitability. The increased position an entity assumes from a current liability 
perspective induces several implicit and explicit financial costs which will negatively 
impact its profitability.  
The findings of this study are, in the most part, consistent with previous working capital 
literature. Particularly, the study finds consistency with studies conducted in a developing 
economy context where similar assertaions pertaining to working capital management 
practices and its influences on profitability are concluded. When contrasted with studies 
conducted in developed markets, there are dissimilar findings, particularly in relation to 
how supplier and customer relationship aspects of WCM should be structured. This is 
informed of course by the different LSM and socio-economic conditions in developed 
versus developing economies. This synthesis with wider literature is further delved into in 
the study.  
The research has chosen to focus its efforts on the clothing sub-sector, a niche group of 
companies to be able to chart new knowledge in the working capital field. This however 
presents certain limitations, given certain aspects the study does not address. Firstly, only 
the five clothing entities consistently listed on the JSE during the period of investigation. 
Thus, any entities which may have been delisted during this period or those which are 
smaller and may not have been listed are excluded from the study. However, to ensure a 
consistent approach to the research, the sampling method is justified. Moreover, the 
sampled clothing firms are shown to be appropriate and representative sample of the 
overall market and that the findings of this study are applicable to the whole sector.  
Ultimately, this study proves to be an important body of work in the working capital 
literature. Currently, no studies which specifically focus on the clothing sub-sector within 
a developing economy context exist. This study is thus important as it will help grow the 
limited body of knowledge on working capital management for South African entities. It is 
a vital starting point for clothing retailers in the developing economy. Entities will be able 
to use this research to gain insight on how to maximise their profitability through an 
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                                                    INTRODUCTION 
1.1 INTRODUCTION  
The purpose of this study will be to assess and examine the relationship between the 
profitability of South African fashion or retail clothing stores with their working capital 
management practices. The assessment of this relationship is particularly important as it 
brings together and unpacks three important aspects in corporate finance – the interaction 
between profitability, liquidity as well as working capital. Ross, Westerfield and Jordan 
(2008) relate working capital management as an integral part of the operational financing 
considerations that an entity or corporation needs to determine, outside the realms of 
capital structure and capital budgeting.  
Gill, Biger and Mathur (2010) define working capital to be the management of an entity’s 
current assets and liabilities. This relation and interdependence between corporate 
profitability, liquidity and working capital can be assessed in several manners. However, 
there still exists no optimal or typical interdependency between these three elements and 
this emanates from the fact that the optimisation of these elements is influenced by the 
type of industry a company operates in, that industry’s characteristics as well as varying 
macroeconomic elements (Chiou, Cheng & Wu, 2006).   
Working capital represents the difference between an entity’s current assets and current 
liabilities. Thus, at its core, working capital management can simply be defined as the 
manner in which an entity manages its current assets in relation to its current liabilities 
(Raheman & Nasr, 2007). The management of these assets is contextualised within a 
short-term, that is, these management practices are considered within a period which is 
usually a year or less. The current assets of an entity include inventory, accounts 
receivable as well as cash and cash equivalents such as short-term liquid investments. 
An entity’s current liabilities are deemed as short-term obligations which are due and 
payable within the next 12 months such as trade payables, accrued wages, other payable 
expenses and short-term debt (Louw, 2015). Working capital assets and liabilities are 
consequently a subset of the broader current assets and liability framework. The 
management of this working capital and interrelated components significantly influences 




Besley and Meyer (1987) focused their assessment of this interdependency from the lens 
of inventory management as a key determinant in the maximization of profits and efficient 
liquidity management whereas Ejelly (2004) posited that debtor management, leads to the 
optimal working capital structure and ultimately profits. This research though will 
undertake its investigation using the same analytical tools and broader view as that of 
Deloof (2003), which considers the entire cash conversion cycle and how the maximisation 
or minimisation of each of the elements in the cycle will lead to profitability of an entity, in 
this case a clothing retailer. All this profit maximisation being achieved under efficient and 
sustainable liquidity practices.  
To get a thorough overarching understanding of this study it is important that the three 
main bodies or fields which will be encompassing it and the interrelation or relationship 
between the three bodies i.e. profitability, liquidity and working capital is discussed.  First, 
the background relating to working capital management theories and practices is 
discussed. This will encompass incorporating an understanding of the role of working 
capital management as well as its importance. This will be followed by understanding the 
varying, theories of working capital management which are currently applied as well as 
paralleling this with the trade-off between liquidity and profitability. Complimentary to this 
it is imperative that consideration is given to the background of the importance of efficient 
and productive working capital management practices. Lastly, a background into the 
South African clothing retail sector as well as its importance to the overall economy needs 
to also be highlighted in order to emphasize the significance as well as the need for this 
study.  
1.2 BACKGROUND  
The establishment of this relationship between profitability and working capital 
management is appropriately captured in the work of Dong and Su (2010). The paper 
explains that most commercial entities have two major types of assets, fixed assets as 
well as current assets. In the ordinary course of business, the form of these fixed assets 
which include land, buildings and machinery do not alter and these fixed assets are there 
to be able to generate and increase productive capacity. On the other hand, current assets 
such as raw materials, finished goods and accounts receivable are bought and utilised 
with the intent of converting them into productive goods or sales. Dong and Su (2010) 
argue that we can thus deem these current assets as the “lifeblood” of any business 




are useful for the increase of production within an entity whereas the day-to-day 
operationalisation and working of those fixed assets into tangible goods for sale for a 
business depend on the current assets. Thus, the efficient management of said short term 
assets and the financing of those assets, usually through short term liquidity is a key 
determinant for profitability. This liquidity management is of paramount importance as the 
mismanagement and disorganisation of an entity’s current assets in relation to its current 
liabilities could render the entity being unable to meet its short-term debt obligations (Uyar, 
2009). Uyar (2009) further explains that this liquidity mismanagement could lead an entity 
to resort to more expensive external funding financing options to satisfy their short-term 
debts and this higher cost of financing could lead to diminished profitability. In some cases, 
liquidity mismanagement can lead to bankruptcy for an entity as a result of severe 
indebtedness (Nasiruddin, 2006).  
The theories around working capital management are cantered around two main 
viewpoints, that being the dynamic as well as the static viewpoints (Ejelly, 2004). The 
static viewpoint is based on a particular point in time on a client’s balance sheet and is 
usually informed by the orthodox measures of the ratios of liquidity such as the current 
ratio (i.e. Current Assets / Current Liabilities) or the acid test ratio (Moss & Stine, 1993). 
However, these orthodox measures of liquidity management do have some fundamental 
flaws within them (Ejelly, 2004). The flaws with these traditional measures largely reside 
from the fact that these measures are static in nature and fail in having a predictive ability 
to forecast future profitability and liquidity (Jooste, 2007). Moreover, these traditional 
measures also have the problem of including both liquid financial assets as well illiquid 
operating assets in their definition of current assets. Operating assets are usually tied up 
in a company’s day to day activities and thus should not be considered when determining 
the continued going concern of a said company (Finnerty, 1993). This then saw the 
introduction of what is today commonly known as the dynamic theories or viewpoints of 
working capital management. The dynamic viewpoint offers more versatility in the 
assessment of working capital management and gives a more realistic approach that 
accounts for not only the constantly changing nature of cash cycles but also incorporates 
the relationship between liquidity and profitability within the precepts of time (Richards & 
Laughlin, 1980). Given the above, the dynamic viewpoint properly encapsulates the fact 
that the working capital cycle can be seen as the time or period lagged from when raw 





The interdependency between liquidity and profitability is also captured in the varying 
working capital management policies which companies usually employ (Brigham & 
Ehrhardt, 2004). As working capital management primarily deals with a balancing act 
between an entity’s short-term assets and liabilities, this is then translated into policies 
dealing with working capital management being divided into either an investment policy or 
a financing policy (Charitou, Elfani & Lois, 2010). A working capital investment policy is a 
conservative policy decision an entity may decide to employ which involves holding an 
excess of current assets in relation to their short-term liabilities (Afza & Nazir, 2007). The 
converse is true for a working capital investment policy decision which companies can 
also choose to employ. This financing decision centres around holing more current 
liabilities in relation to one’s short term assets (Gitman, 2005). Both these policies detail 
various trade-offs which a company needs to decide on, all of which are encompassed 
within the tenets of risk versus probable reward (Brigham & Ehrhardt, 2004). It is thus 
important for this study to also introduce into assessment the effects of an entity’s chosen 
working capital management policy to its profitability.  
The study on working capital management finds a lot of significance when we consider 
the magnitude as well as importance of the South African retail trade sectors. This paper, 
in alignment with the Bureau of Market Research in South Africa considers retail trade as 
the resale (i.e. sales without transformation) of new or used products and goods (Bureau 
of Market Research, 2018). By definition, a retailer would be an enterprise for which sales 
to the general public accounts for more than 50% of its overall turnover. Retail enterprises 
in South Africa comprise of a wide spectrum but can be summarised into six main groups 
based on their value and contribution to the overall economy. These six types of retailing 
groups include general dealers, retailers in specialised food, beverages and tobacco 
stores, retailers in household furniture, appliances and equipment, retail trade in textiles, 
clothing, footwear, and leather goods, retailers in hardware, paint and glass as well as 
other retailers which consists of smaller enterprises such as reading matter, stationery as 
well sports goods (StatsSA, 2015). This study will look to take a keen interest and 
assessment on the group of retailers specialising in textiles, clothing, footwear as well as 
leather goods.  
The retail trade sector contributes significantly to the South African economy in the three 
broad factors of, income, expenditure as well as employment (StatsSA, 2019). In 2019 
alone, the retail trade industry contributed over R1.1 trillion in direct sales or revenue to 




is over 22% and amounts to over R260 million a year spent on direct sales on clothes in 
South Africa for 2019. The clothing textiles as well leather goods sector saw a year-on-
year growth of 2.1% in 2019, a growth much greater than that experienced by the economy 
of South Africa which only saw mild GDP growth of 0.6% last year (StatsSA, 2019). The 
retail trade industry further injected spending worth over R900 billion into the South African 
economy over the 2019 fiscal period, spending which spanned over various initiatives 
including purchases and salary disbursements (StatsSA, 2019). 25% (R190 billion) of this 
expenditure, being expended by clothing and textile firms.  
Moreover, the retail trade sector in its entirety is also responsible for the employment of 
over 1.1 million individuals in South Africa translating to the fact that this sector contributes 
to over 7% of the total employment in South Africa (StatsSA, 2019). To put it into 
perspective, over 2% of all individuals in employment in South Africa are employed by 
retailers operating in the clothing, textile, footwear and leather goods segments, further 
emphasising the importance of this sector considering the state of the South African 
economy as it struggles with dwindling growth and  increasing unemployment. The 
existence and continued growth of these firms is vital as they serve as a key part of the 
South African economy. Thus, the understanding of the key drivers to their profitability 
which is what the study seeks to do will be pivotal in growing knowledge on how these 
entities can manage their working capital, grow profits and not become insolvent, 
potentially leading to severe downstream consequences for the economy (Louw, 2015).  
Previous work on this topic has focused mostly on two broad categories. One, the work 
has been solely pointed towards working capital for large conglomerates and listed firms, 
not operating in the retail space. Previous studies have emphasised on larger industries 
such as the mining, manufacturing as well as electricity, water and gas industries (Deloof 
2003; Erasmus, 2010; Duru, Ekwe & Eje, 2014). Secondly, the focus has been on firms 
within companies in the advanced economies such as the United States, Singapore, 
Belgium and the United Kingdom, with very limited focus on emerging markets which is 
where this paper will base its merits upon (Gill et al., 2010; Enqvist, Graham & Nikkinen, 
2014).  
There is an overall gap in the research of profitability influences and determinants for the 
South African retail trade firms as compared to other sectors such as manufacturing or 
mining which are deemed to be larger role players. Nasruddin (2006) argues that the topic 




attention in the corporate finance and investment finance sphere, as compared to the likes 
of capital budgeting and capital structure, due to its nature of it being short-term. Short-
term financial considerations are usually deemed to be of less significance to the overall 
entity’s financial considerations (Zariyawati, Taufiq, Annuar & Sazali, 2010).  
Even wider than this, the topic of working capital management has not, in general, been 
thoroughly investigated within a South African context. Although the effects of working 
capital management on profitability have somewhat been discussed in literature (Deloof, 
2003; Lazaridis & Tryfonidis, 2006) a thorough focus on developing economies and in 
particular the retail sector remain very minimal. In fact, studies which cover and focus on 
working capital management within the South African clothing, textiles, footwear and 
leather trade retail sector currently do not exist (Louw, 2015). 
Of the few studies which have been conducted on the effects of working capital 
management practices on profitability for developing economies, the outcomes and 
conclusions have been inconsistent (Mathuva, 2009; Erasmus, 2010; Louw, 2015). 
Furthermore, different researchers have used varying methodologies in their assessment 
of this topic particularly in how they measured working capital management. Varying 
methodologies such as the net trade cycle method in the work of Shin and Soenen (1998), 
the current ratio as used in Mohamad and Saad (2010) and most commonly the cash 
conversion cycle (Louw, 2015). Given this, as well as the fact that there are no studies 
which investigate this topic from a South African clothing trade retail context, this study 
then finds the problem which it would purport to solve.  
The aim for any entity is to be able to maximise shareholders wealth through the 
maximisation of profits. For an industry such as the clothing retail sector where the net 
working capital plays a pivotal part in everyday operations and thus inadvertently affecting 
profitability, it is important that the effective management of working capital within these 
entities is thoroughly studied and understood.  
Analysis of the profitability of South African firms has scarcely focused on the 
interdependency of said profitability with efficient liquidity and working capital 
management practices. Thus, this study will be a contribution to ongoing literature of the 
relationship between working capital management and entity profitability in three main 
ways. Firstly, the focus will be on entities which operate within the context of emerging 
markets, a market which has not been privy to a significant amount of working capital 




segment which is an industry which previous literature has tended to shy away from. 
Lastly, this study will also seek to add substance to the existing theories and conclusions 
which previous authors have come to.  
1.3 PROBLEM STATEMENT 
The study proposes to investigate whether working capital management practices have 
an effect on the profitability of a clothing retailer operating in a developing country. Retail 
trade plays a significant part in the overall GDP of a developing economy (Boshoff, 2020). 
These entities are thus crucial in that, should they become insolvent, they could potentially 
destabilise these developing economies. The main aim of any entity is to maximise 
shareholder wealth through profitability. In an industry such as retail trade where working 
capital management forms a crucial part of the entity’s operational capacity and ultimately 
profitability, this management of working capital, how the underlying components are 
structured and their interaction with profitability needs to be assessed (Louw, 2015). 
Working capital management and structuring culminates into the establishment of policies 
relating to working capital within an entity. Working capital policies seek to balance the 
need for profit maximisation with the potential liquidity risks arising from a working capital 
structuring perspective. This then poses an interesting point of departure and serves as a 
further rationale for this study. Focusing solely on liquidity without paying attention to 
profits will affect profitability whilst also only maximising profit with no regard for liquidity 
also lead to solvency issues for entities and ultimately their demise (Smith & Fletcher, 
2009). Thus, the intersectionality of these two elements is one which should be given 
serious consideration within the South African clothing retail framework.  
Thus, the problem statement and overarching research question we are thus seeking to 
answer is: “How does the manner in which working capital is structured by South African 
clothing trade retailers influence their profitability?  
1.4 RESEARCH QUESTIONS  
As outlined in the problem statement, the study has two main objectives relating to working 
capital management it seeks to understand. First, it is to assess the management of the 
underlying working capital component structuring by South African clothing retailers and 




addressed by the investigation of four subsequent research questions delineated as 
follows: 
1. What is the impact of Inventory Days on Hand on the profitability for South African 
clothing retailers? 
2. What is the impact of Accounts Receivable Days on the profitability for South 
African clothing retailers? 
3. What is the impact of Accounts Payable Days the profitability for South African 
clothing retailers? 
4. What is the impact of the Cash Conversion Cycle on the profitability for South 
African clothing retailers?    
 
The interaction of these underlying components form into policies of working capital 
management. The second objective of the research is to then understand how these WCM 
policies influence profitably of South African clothing retailers. To address this objective, 
two critical questions around WCM polices and their impact on profitability are 
investigated:   
 
5. What is the effect of an aggressive WCM policy implementation on profitability 
within a South African clothing retail context? 
6. What is the effect of a conservative WCM policy implementation on profitability 
within a South African clothing retail context? 
1.5 IMPORTANCE OF THE STUDY 
The significance of this study stems from the fact that clothing retail entities contribute 
over 7% to the entire economy of South Africa and are thus pivotal to the economy’s 
success (StatsSA, 2019). As the economy of South Africa continues to decline, it is 
important that key players in the economy remain strong in order to sustain economic 
growth. Given this, understanding the key underpinnings for an industry such as the 
clothing retail sector is crucial.  
Furthermore, this study will be important in adding to the very thin body of literature in 
working capital management theories and efficacies for developing countries. To the best 
of my knowledge, for the South African clothing sector, this study will be the first of its kind 




necessary. This work will purport to enhance the knowledge pertaining to the 
interdependency between working capital management structuring, liquidity positioning 
and  profitability, an enhanced understanding which will assist financial managers of 
clothing retail entities in South Africa to understand the key drivers of their working capital, 
how to efficiently manage them to ensure profitability and avoid default.  
On a wider basis, the study also aims to add to the wider body of short-term financing 
literature in enhancing the knowledge and understanding of the effect of efficient liquidity 
and working capital management practices on profitability especially within the framework 
of a developing economy.  
1.6 RESEARCH DESIGN & METHODOLOGY  
1.6.1 Data Sources and Sampling  
To address the research questions which will be investigated in this study, the study will 
be using secondary data to ascertain working capital management practices and 
profitability within these companies mentioned above. Specific variables which will need 
to be determined will be calculated from the annual financial statements of the JSE listed 
clothing entities within scope between the periods 2003 to 2019. This financial data will 
be sourced from each of the individual entity’s official websites. To ensure validity and 
accuracy, this data is further checked against similar financial information housed on the 
Sharedata database, a trusted archived source of financial information for listed 
companies. 
Purposeful sampling has been used in determining the companies which will be used for 
the purposes of this study. Given that sales volumes and revenue is held within a few 
companies within the market, the entities chosen for this study given their magnitude in 
the market provide a fair reflection of the overall clothing retail industry within the South 
African context. 
1.6.2 Methodology 
As the purpose of this study is the investigation of the relationship between profitability 
and working capital management practices of clothing retailers in South Africa a 
quantitative approach is employed. The research will be of a quantitative nature focusing 
on the application of varying numeric data analysis and empirical methods. The study 




African clothing retail market on the basis of existing theory.  The study’s primary analysis 
and interpretation of the data will be informed by the use of modelling techniques of an 
econometric nature by way of a panel data regression analysis. A panel regression 
constitutes employing both a cross-sectional as well as time series analysis to be able to 
inform comparative assertions and determinations on the working capital management 
practices of South African clothing retailers in relation to their profitability. Supporting 
quantitative methods including Pearson’s correlation analysis are also employed to 
provide more robustness to the analysis and research results. The quantitative techniques 
used in this research are very similar to other significant work conducted in this field such 
as that of Lazaridis and Tryfonidis (2006) as well as Samiloglu and Demirgunes (2008). 
The study will be conducted using secondary data based on the clothing retailers which 
are listed on the Johannesburg Stock Exchange (JSE). At the time of the composition of 
this paper there are currently five clothing retailers listed on the JSE with these five 
clothing retailers collectively make up 1.5% (R 197 billion) of the total value of the JSE. 
These five companies, as detailed in the table 1.1 below represent almost 40% of the total 
or enterprise value of all the registered clothing companies in South Africa and can thus 
be regarded as an appropriate representative sample of the clothing retail sector (StatsSA, 
2019). Lastly, the elected research time frame of seventeen years (i.e. 2003-2019) 
accurately captures different and varying cycles within the global and South African 
economies and will help this study to arrive at more robust conclusions.  
As delineated above, the study which will be conducted will be quantitative in nature and 
will purport to address the research questions through empirical as well as numerical 
analysis. The first research objective investigates how each of the underlying working 
capital management (WCM) components affects the profitability within a South African 
clothing retailer context. To go about this investigation, panel research methods are 
employed whereby the independent variables (WCM components) are regressed against 
the dependent variable (Profitability). The assessment of WCM components warrants that 
the study calculates these individual variables. The variables which are to be calculated 
for the purposes of investigating the first four research questions include, the Accounts 
Receivable Days (ARD), Days Inventory on Hand (IDH) as well as the measure for how 
long on average each entity takes to repay their creditors, a measure known as Accounts 
Payable. Days (APD). These three measures will inform what is known as the Cash 




of a company’s working capital. Profitability will be calculated and measured as Operating 
Profit Margin (OPM) and the Return on Operational Assets (ROA). 
The second research objective seeks to deal with the various working capital policies 
employed by these clothing retailers and said policy impact on profitability. The 
assessment of this policy influence on profitability will also be conducted through the use 
of quantitative methods. Both working capital management policies (Working Capital 
Investment or Financing Policy) will be regressed against the dependent variable of 
profitability which for the purposes of this study is defined as the operating profit margin 
and return on operational assets. In assessing working capital management policy, the 
study will employ an approach similar to that of Nazir and Afza (2009). The researchers 
deemed an aggressive working capital policy as a working capital financing policy 
calculated as the ratio of total current liabilities over total operattional assets. On the other 
hand, a conservative working capital policy implies a larger investment in current assets 
in proportion to total assets. Thus, conservative working capital investment policy will be 




Table 1.1 - Description of JSE Listed South African Clothing Retailers included in the study  
(Source: African Markets, Review Report, February 2020) 
1.6.3 Ethical considerations 
The data which will be employed is already available in public sources and domains and 
consequently presents limited risk of ethical violations. Moreover, the data has no 
confidentiality associated with it. Ethical clearance has also been granted for this overall 
study by the University of Johannesburg School of Accounting Research Ethics 
Committee (SAREC).  
1.7 SCOPE OF THE STUDY 
Company Name Brief Description  Market 
Capitalization 
(February 2020) 
Mr. Price Group The main business of Mr Price is retail distribution 
through corporate-owned and franchised stores in 
Africa, focusing on clothing, footwear, sportswear, 
sporting goods, accessories and homewares 
R44,770 bn.  
Rex Trueform Clothing 
Company Ltd 
Rex Trueform Clothing Company Limited is a South 
Africa-based holding company. The Company has 
interests in the retailing of clothing and in property. 
Through its ownership of Queenspark Limited the 
Company has interest in the retailing of men`s and 
women`s clothing and related accessories. 
R54,193 m.  
The Foschini Group Limited  Foschini is an investment holding company whose 
subsidiaries, through their retail operating divisions, 
retail clothing, jewellery, accessories, cosmetics, 
sporting and outdoor apparel and equipment, and 
homeware and furniture to the broad, middle-income 
group throughout Southern Africa.  
R32,780 bn.  
Truworths Group 
International 
Truworths International Limited is a South Africa-based 
investment holding company engaged in the retailing 
of fashion apparel and accessories. 
R19,380 bn.  
Woolworths Holdings 
Limited 
Woolworths Holdings Limited is a South Africa-based 
investment holding company. The Company`s 
operating segments include Clothing and General 
Merchandise, Food, David Jones and Country Road 
Group. 




The study aims to focus on clothing retailers within the context of a developing economy. 
In this case the scope and focus will be particularly on clothing retailers in the South 
African economy which were continuously listed on the Johannesburg Stock Exchange 
between the periods of 2003 and 2019.  
1.8 STRUCTURE OF THE DISSERTATION  
The following chapters of this dissertation will be structured in the following manner: 
 
• Chapter II – Literature Review focusing on understanding working capital 
management theories and policies, the components of working capital 
management and its interdependencies with profitability within the retail trade 
industry.  
• Chapter III – This chapter will hone in on the research design and methodology 
which has been employed in the study. The chapter also will touch on the 
framework, data collection as well unpacking the research questions and the 
correlation and panel regression analysis used to answer them 
• Chapter IV - Based on the correlation and regression results, chapter 4 seeks to 
draw lessons from this quantitative analysis. The chapter will further contextualise 
the research results, drawing inferrences and applicable insights for the South 
African retail market. These results will also be contrasted with previous studies of 
a similar nature to highlight and similarities or inconsistencies  
• Chapter V – Final chapter will be focused on drawing conclusions as well as 
forming recommendations. This chapter will help in building avenues for future 
research within this field whilst also highlighting the limitations faced by this 
particular study. 
1.9 CONCLUSION  
The analysis on the working capital management practices especially for fashion and 
clothing retailers is limited to non-existent for the South African and wider emerging market 
context. This is particularly concerning given that the clothing industry accounts for around 
7% of the total South African Gross Domestic Product. This study purports to address this 
by assessing how optimally and efficiently a clothing retailer in South Africa is to operate 




will also seek to inspire lessons which can be carried for other potential entrants who are 
seeking to enter this industry.  
The companies which have been chosen as the focus of this study are significant in that 
they have all had varying WCM management practices which have ultimately either led to 
different profitability outcomes over the years. In assessing efficient working capital 
practices, the inclusion of each of these companies is very important for the lessons the 
study purports to draw. The seventeen-year time frame chosen for this study 
encompasses periods of both economic growth as well as decline for the South African 
economy and thus important in our understanding of the various WCM policies and 
management strategies in relation to varying trading environments. Beyond the inferences 
the study will make from the components of working capital in relation to profitability the 
lessons drawn on the different types of working capital policies employed by the different 
entities and how each policy has led to the retailers success or failure, will also help us in 
drawing important conclusions for this study as well as for the wider stakeholders being 
the retailers in developing economies.  
Previous studies lensing on this same topic, however in different contextual environments, 
have found that there is strong significance and dependence between profitability and the 
manner in which working capital components and policies are structured. The 
investigation of the strength and nature of this relationship, now expanded on to a specific 
sector within a developing economy such as South Africa, will be  insightful and will help 
in broadening short-term financing management and frameworks for a multitude of 
stakeholders including academics, financial executives and policy makers. Ultimately, this 
serves as an important study and is to provide key lessons for an industry which is a major 








Traditionally, working capital has not received much consideration in finance literature. In 
fact, finance literature has tended to shy away from short-term financing decisions and 
has rather lensed on longer term financing issues such as capital structure and capital 
budgeting (Nobanee, Abdullatif & AlHajjar, 2011). Spurred on by the financial crisis of 
2007/8 and deteriorating economies thereafter, varying industries across the world have 
started understanding the importance of liquidity and management of a company’s 
working capital in ensuring the maintenance of the lifeblood and daily operations of the 
business (Baveld, 2012). Companies now understand the difficulty of accessing traditional 
sources of operating capital and comprehend the fact that mismanagement of working 
capital can limit them in dealing with unforeseen events which require quick and liquid 
interventions (Harris, 2005). Deloof (2003), further explains that companies having a 
thorough understanding of the role and drivers of working capital management assists 
those entities in minimising risk, being equipped for unforeseen short-term adversities as 
well as improving overall performance. Thus, the management of these components of 
working capital prompt a careful inquiry into the topic given the significant of working 
capital on firm’s value and profitability (Smith, 1980). 
The research objectives the study intends on solving hinge on the understanding how 
working capital components and policy management influence profitability, particularly 
within a developing economy clothing context. This chapter gives the reader the 
understanding of the function as well as importance of working capital in determining the 
profitability for companies. Specifically, the literature review breaks down the varying 
elements of working capital management and synthesizes how they have been previously 
studied, with the purpose of understanding the relevance of this topic especially in a retail 
developing economic context. Most importantly the chapter provides an appropriate 
contextual foundation for the overarching research question of the influence of working 
capital management structuring by South African clothing retailers on their profitability.  
To do this, the review has looked at how the components and policies of working capital 
can theoretically be structured and managed in relation to risk and profitability. The review 
then takes its analysis a step further by assessing how entities across the world have 




This is done through a review of similar bodies of work across varying industries and 
economic contexts. Lastly, the chapter then builds a foundation for the rest of the study 
by building relevance for studying this topic by highlighting on the limited nature of studies 
relating to working capital for the retail sector for a developing economy such as South 
Africa.  
This study considers its literature review in four main parts, all which seek to help it 
understand working capital management, related policies and their interrelation with 
profitability and ultimately shareholder wealth maximisation. The three main bodies of 
literature to be discussed are, firstly, working capital management and its role within an 
entity. Secondly the chapter will seek to assess theories of working capital management, 
how these theories have been established into working capital management policies and 
whether there exists some form of optimal level of managing one’s working capital. Thirdly, 
this chapter then discusses literature focused on the interrelation or the trade-off levers 
which exist between liquidity and profitability. The end of this literature review chapter then 
focuses on framing the context of the remainder of the study by looking at previous studies 
conducted which assessed the relationship between working capital management and 
profitability using varying methodologies, applied in different contexts, countries, 
economies and industries.  
2.2   THE ROLE OF WORKING CAPITAL  
Working capital management and its role is associated with the planning and controlling 
of current assets and current liabilities in the short-term such that the entity may be able 
to satisfy its short-term obligations whilst also avoiding excessive investment in short term 
assets (Ejelly, 2004). The management of an entity’s working capital is conducted within 
short-term given that these finance related considerations are appraised within a period 
of a year or less (Ghosh & Maji, 2003) 
The first role working capital management seeks to address is to ensure value creation 
for shareholders (Shin & Soenen, 1998; Nazir & Afza, 2007). Ejelly (2004) explains that 
the interdependency between current assets and current liabilities is particularly crucial as 
it determines funding available to support the daily operational activity of an entity which 
in turn has an impact on profitability and shareholder value. By minimising funds tied up 
in current, short-term assets and liabilities, companies can use said funding to invest in 
longer-term value creating projects to be able to increase growth and expansion 




capital, leading to liquidity problems, can also have a severe impact on the success of an 
entity. Having insufficient capital investment in working capital reduces the operating 
capacity of a company, leading to difficulty in executing their daily business. Limited 
operational capacity affects sales and ultimately profitability (Mohamad & Saad, 2010). 
Thus, the ability of a company to effectively manage its investment in working capital whilst 
also understanding the interdependency between receivables, payables and inventories 
is key in ensuring its stability and success (Filbeck & Kreger, 2005). 
Working capital management also plays a significant function in helping to understand the 
trade-off which exists between liquidity as well as profitability (Smith, 1980; Shin & 
Soenen, 1998). Garcia-Teruel and Martínez-Solono (2007) asserts that decisions which 
are likely to increase profitability are likely to have an impact and involve increased risk 
whereas risk reducing measures usually result in the erosion of profits. Thus, the efficient 
management of working capital plays a fundamental role not only in a firm’s risk and 
profitability but ultimately its value.  
An optimal level of working capital is the one in which a balance is achieved between risk 
and efficiency (Napompech, 2012). Uyar (2009) further expounds on this topic by 
explaining that mismanagement of a firm’s liquidity could infer a situation where an entity’s 
short-term assets are unable to cover the short-term debt funding obligations. This inability 
to meet short term obligations through internal funding could result in an entity resorting 
to external funding, implying a higher cost of funding, larger transaction costs and lower 
profitability. Efficient working capital management then seeks to strike an optimal balance 
between liquidity levels which are excessively high or those which are insufficiently low 
(Nasruddin, 2006). Excessive investment in working capital indicates idle funding which 
does not earn any income for an entity whereas insufficient liquidity could lead an entity 
to bankruptcy and liquidation.  
Working capital also plays a significant role in providing flexible funding and financing 
options for a company (Deloof, 2003). Efficient liquidity management enables an entity to 
access cheaper internal funding than having to venture out into external markets. On the 
other hand, if an entity is interested in accessing external financing, creditors, as part of 
their lending criteria, are usually concerned with the liquidity position of said company as 
it is an indicator of the ability of the entity to take on more funding. The liquidity position of 
a company indicates whether the firm’s current assets are able to deal with its present 




2.3 MEASURES OF WORKING CAPITAL  
Working capital management has been discussed in prospect of several lenses within 
literature. The three main bodies of research, have however, been mainly centred around 
liquidity ratios, operating and cash conversion cycles as well as theories and policies of 
working capital management.  
Saleem and Rehman (2011) explain that liquidity ratios are used as a measure for liquidity 
management in varying manners across entities. Measures most commonly used include 
the current ratio as well as the acid test ratio. These liquidity ratios allow an entity the 
ability to measure their ability (or inability) at a specific point in time to meet short term 
debt obligations. Liquidity ratios typically conduct a comparison of an entity’s current 
assets, which include cash and other short-term relatively liquid assets, against their 
current liabilities such as payments due to suppliers and operating and financial expenses 
due immediately. Thus, should the value of the immediate payment obligations be greater 
than that of the current assets this indicates that the business could experience challenges 
with satisfying their immediate obligations. Therefore, it will inadvertently affect operations 
and ultimately profitability (Khaldun & Muda, 2014).  
Liquidity ratios assist entities in the management of their working capital.  This efficiency 
in managing liquidity is important in ensuring their ability to meet current obligations. 
Liquidity ratios have also been found to be significantly different across industry ratios as 
Gupta (1969) established that different industry groups reflect differences in ratio 
averages within profitability, liquidity and leverage. Ejelly (2004) also finds that the use of 
liquidity ratios provides more inferences as it allows for cross sectional or temporal 
comparisons to be made. This notion has been supported across varying literature 
including Parsian and Koloukhi (2014) who established cross-sectional stability of liquidity 
ratio groupings for both retailers and manufacturing entities.   
However, the shortfall of liquidity ratios is that they are static in nature and can thus at 
times provide misleading conclusions when it comes to the evaluation on an entity’s 
liquidity position (Richards & Laughlin, 1980). The static nature of liquidity ratios such as 
the current and acid test ratios implies that such ratios are measured and only relevant at 
a certain point in time (Moss & Stine, 1998). Finnerty (1993) and Deloof (2003) particularly 
criticise the static viewpoint of liquidity management due to its inability to be used on 
matters or opinions of a going-concern nature as these measures erroneously include 




of these methods are based on their inability to forecast future cash flows (Finnerty, 1993). 
The flaws contained within the static nature of assessing liquidity has thus given rise to 
more appropriate and dynamic viewpoints of working capital measures such as the cash 
conversion cycle which gives a more realistic nature of the varying and changing nature 
of working capital (Richard & Laughlin, 1980; Ejelly, 2004). The dynamic viewpoint is thus 
more appropriate given its continuous incorporation of an entity’s operation, from both a 
balance sheet and income statement perspective (Jose, Lancaster, & Stevens, 1996).  
Given this, most literature has chosen to use non-static or ratio-based methods of 
measuring working capital management and have typically employed the operating and 
cash conversion cycle methodologies to assess this topic. Ross, Westerfield and Jordan 
(2010) define the operating cycle as being the time taken between the procurement of 
inventory by an entity until cash from outstanding debtors is collected. Ross, Westerfield 
and Jaffe (2005) explain that an extended definition of this concept could also account for 
the time taken from when the stock is ordered until it is delivered to a company. Thus, the 
operating cycle describes the time taken to make a product, sell it on credit and then 
subsequently collect that amount from the debtor (Moss & Stine,1998). Richard and 
Laughlin (1980) argue that although the operating cycle incorporates important aspects of 
financial flows by using inventory and accounts receivable measure, the operating cycle 
does not provide a complete analysis given that not all the relevant flows are considered 
hence the need for the cash conversion cycle.  
Ejelly (2004) details the cash conversion cycle as being the time lag or the period between 
cash payment by an entity for productive resources to suppliers to the collection of cash 
from the sale of those goods and services. Charitou, Elfani and Lois (2010) extend this 
definition by describing the cash gap or cash conversion cycle as the period between the 
purchase of raw materials or delivery of services with the collection of the cash from the 
sale of those goods or services offered. This then implies that a longer cash conversion 
cycle presents a higher liquidity risk element to the entity given that the company’s working 
capital is being invested for a longer period. Longer investment periods of working capital 
induce high interest and penalty fees for companies, higher risk of default by outstanding 
debtors and ultimately low profitability (Deloof, 2003; Charitou et al., 2010). The inclusion 
of the payable’s turnover metric within the cash conversion cycle thus introduces an 
element not catered for by the operating cycle measures and gives a fuller insight with 




The cash conversion cycle considers the three main elements of the net working capital 
cycle; namely, trade receivables, trade payables as well as inventory (Louw, 2015). The 
cash conversion cycle thus is grounded upon the three components of inventory turnover, 
credit sales revenue collection and productive short-term debt repayment. The first 
element which relates to inventory turnover is described as the period taken by the 
company to sell its inventory from when it is purchased or manufactured. This is commonly 
termed as the average age of inventory. Secondly, credit sale revenue collection which is 
the second element of the cash conversion cycle describes the time taken by an entity to 
collect its cash from outstanding debtors resulting from credit sales. Completing the cash 
conversion cycle is the component of trade payables turnover period which details the 
time taken between the procurement of goods from a supplier until payment of said 
procured goods has been made. The cash conversion cycle can thus be calculated as 
follows: average age of inventory + average collection period – average trade payable 
payment period (Ejelly, 2004; Ross et al., 2010; Louw, 2015) 
This is described best in the figure below clearly detailing the difference between the 
operating and cash conversion cycle as follows: 
Operating Cycle: Inventory Period + Accounts Receivable Period 
Cash Conversion Cycle: Operating Cycle – Accounts Payable Period  
 
Figure 2.1 - Depiction of the Cash Conversion Cycle, Ross, Westerfield and Jordan (2010) 
The management of these three interrelated components determines the efficiency of a 
company’s working capital. Longer cash conversion cycles are an implication of an entity’s 




of the company. However, longer cash conversion cycles also allow entities to achieve 
greater sales by having relaxed trade policies and maintaining large inventory reserves 
which also minimises the risk of stock shortages (Long, Malitz & Ravid, 1993; Deloof & 
Jegers, 1996). A short cash conversion cycle allows the company the opportunity to invest 
its short-term excess working capital in productive assets or interest-bearing investments 
which will have a positive effect on profitability (Louw, 2015). However, a shorter cycle 
also exposes a firm to the risk of insufficient stock supply, decreased sales, penalties for 
late payments with creditors and adversely impacted relationships with stakeholders.  
Given the interdependencies above, it is thus clear that the efficient management of a 
company’s working capital or cash conversion cycle resides in the thorough understanding 
and overseeing of the three underlying components of inventory, accounts receivable as 
well as accounts payable.  
2.3.1 Efficient Management of Inventory  
Deloof (2003) explains that proper management of inventory involves actions to minimise 
costs associated with stock such as procurement, storage and transportation costs whilst 
also ensuring that a sufficient level of inventory is available within the entity to satisfy 
orders. Well established practices and processes such as resource planning, efficient 
customer response, ensuring the tight management of usage rates, lead times and safety 
stock, employing economic order quantity models and JIT (just-in-time) processing are 
essentially helpful in the efficient management of inventory (Tersine, 1988; Johnson & 
Momyer 1998). Above the tightening of internal processes, inventory management also 
requires the proper and comprehensive management of one’s supply chain (Jones & 
Riley, 1985). The interdependence between the supply chain and inventory management 
is informed by the balancing act between supply and demand. Companies, particularly 
retailers, are tasked with managing both upstream supplier exchanges and downstream 
customer demands. Retailers thus need to ensure a proper balance between satisfying 
customer demands which are usually non-linear and difficult to predict with ensuring that 
a sustainable supply of inventory on hand is maintained (Minner, 2003). Brigham and 
Houston (2009) thus suggests that properly integrated forecasting and planning strategies 
along the supply chain can be beneficial to all parties, ensuring that the company 
maintains control over its inventory levels, costs and pricing.  
Louw (2015) details the importance of inventory management, particularly in a retailer’s 




profitability. This is further expanded upon by Choudhary and Tripathi (2012) who explain 
the need for retailers to carry larger volumes of stock given their customer base’ need to 
be provided with varying options as they prefer to have all their requirements to be under 
one environment as this decreases the customers costs and time when searching for 
products. Thus, inventory management plays a particularly important role for retailers 
given the need to minimise inventory related costs whilst also maintaining a store with 
variability and availability of stock options as this ideally will attract more customers.  
2.3.2 Efficient Management of Accounts Receivable  
Revenue generation is a critical element for the survival of any entity (Doyle, 2013). 
However, the conversion of that revenue into cash is even more significant given the 
importance of cash as the lifeblood of any business (Yazdanfar & Öhman, 2014).  
Mian and Smith (1992) argue that there are several non-mutually exclusive incentives for 
a firm to offer trade credit to its customers, rather than opting for immediate cash payment 
from its customers for sales. Especially considering that supplying a customer both goods 
and services as well as credit from a single transaction is usually lower than supplying 
both from multiple sources.  
Salek (2005) explains that the management of the trade receivables asset is usually a 
complex task which seeks to address the ramifications of practices, elements and 
processes which are outside the immediate control of the company such as 
microeconomic and macroeconomic environments, interest rates and foreign exchange 
rates. Efficient accounts receivable management practices thus require the improvement 
of business processes, implementation of advanced technological tools, influencing the 
behaviour of both customer through appropriate incentives as well as having the agility to 
effectively manage external influences (Salek, 2005). 
The practicality of an entity efficiently managing one’s accounts receivables involves the 
balancing of priorities which are on opposing ends. These conflicting priorities can be 
tranched into the five main strategic objectives of; sales growth, profitability, cash 
generation, market share and risk tolerance (Lieber & Orgler, 1975; Salek, 2005).  On the 
one hand, the company needs to ensure the growth of sales by loosening their credit 
granting criteria whilst at the same time also nuancing this with credit policies strict enough 
to minimise the company’s investment in accounts receivables and potential bad debts 
loss exposure. Entities are also required to be able to balance minimising the cost of the 




ensure the growth of their market share (Salek, 2005; Akoto, Awunyo-Vitor & Angmor, 
2013). 
Ultimately, ensuring the implementation of proper trade receivable practices will help the 
entity with achieving increased cash flow, growth in sales and operating margins, 
improved credit loss metrics, lower levels of written off debts, cost efficiencies throughout 
the end-to-end cash conversion cycle, enhanced customer service and growth in overall 
market share (Ramana, Ramakrishnaiah & Chengalrayulu, 2013) 
2.3.3 Efficient Management of Accounts Payable 
Brigham and Houston (2009) describe trade payables as a form of short-term 
spontaneous debt as a result of its need arising from the day to day operational needs of 
an entity which are also usually sporadic in nature. The management of trade payables 
requires the company to seek varied and appropriate credit lines with repayment terms 
which are favourable to the entity. The company is also required to manage the end-to-
end flow and timing of purchases and repayments to ensure the overall working capital of 
the company is efficiently controlled (Brigham & Houston, 2009). The instilling of efficient 
payables management practices by an entity allows the business to achieve stable 
operating cycles and ensures that liquidity within the company reaches an efficient state, 
far outstripping that of the competitors. The efficient management of trade payables 
necessitates the implementation of practices which give the company favourable 
purchase terms (Louw, 2015). 
Trade payables are sometimes referred to as somewhat cheap credit as they allow an 
entity the ability to defer cash outlays while having immediate access to productive 
resources. Sharma and Kumar (2011) purport that trade payables can be deemed as free 
credit given that if repayment of these outstanding amounts is made within the agreed 
time frames with the creditors there is usually no interest or penalty costs associated with 
these lines of credit. Having a good repayment record becomes especially important as it 
better serves the company in the long run, ensuring that an entity maintains a good credit 
reputation which in turn helps the company attain more favourable terms for future facilities 
of credit. The trade off with early repayment though is that it limits the liquidity capability 
of a company (Grbac, Tarapata & Eggers, 2011). Cash used to repay creditors early could 
have been used in otherwise productive and interest-bearing measures for the company. 
Further, the early repayment of accounts payable also translates into a longer cash 




operational activities for much longer and said cash is not being utilised in more productive 
means (Grbac et al., 2011). 
The other choice companies are presented with is to defer their repayments to creditors 
for as long as possible, ensuring that they stretch their trade payables and cheap credit 
facility. This allows the company to have a shorter cash conversion cycle, allowing it to 
free up cash tied in operational assets, to be able to use it in more productive means 
(Ejelly, 2004). Unfortunately, this approach of increasing payables by extending payables 
as long as possible as an attempt to maximize free cash flow can erode supplier goodwill, 
resulting in slower delivery times, less willingness to fix defects, slower responses to 
queries and more onerous payment terms (Grbac et al., 2011). 
Thus, in efficiently managing payables, companies are required to find a suitable balance 
between assuming excessive short-term credit and those associated risks with the benefit 
of having the ability to receive productive resources immediately whilst deferring the cash 
outlays and repayments for those goods (Brigham & Houston, 2009). Companies should 
ensure that they maintain the optimal use of credit lines, ensuring the right timing and level 
of payments which will create a sustainable balance between the need for cash, working 
capital, and liquidity (Louw, 2015). A thorough comprehension of the interdependence and 
correlation between working capital levels, cash flow, and the operating cycle is thus 
required in the efficient management of trade and accounts payables. 
2.3.4 Summary 
Ultimately, the balancing and management of these three components being inventory, 
debtors’ receivables and trade payables translates into a policy or strategy of working 
capital that a company elects to impose. Working capital policy implemented in the entity 
thus instructs and informs the decisions a company institutes about its current assets and 
short-term liabilities. These policies will inform how current assets and liabilities are used, 
what they consist of and how their composition relative to each other affects the risk versus 
return characteristics of the company. 
2.4 WORKING CAPITAL MANAGEMENT POLICIES 
In working capital literature there are three main and distinctly highlighted policies relating 
to the management of working capital; namely, the working capital management 
investment policy approach, the working capital management financing approach as well 
as the self-liquidating approach (Nazir & Afza, 2009). In literature, the investment 




having adopted a lower ratio of current liabilities to its current assets. The financing 
approach is considered to be a more aggressive as a policy as it institutes the 
maintenance of a higher level of short-term liabilities in relation to their short-term assets 
by an entity (Afza & Nazir, 2007; Brigham & Houston, 2009). Lastly, the self-liquidating or 
maturity policy approach warrants an entity to match its current assets very closely with 
its current liabilities. A working capital policy which a company elects to implement is 
based on several and varying factors which include the growth rate of said company, risk 
appetite of the company’s management, the industry outlook as well overall economic 
forecasts (Anand & Gupta, 2002). 
As is consistent with most topics in finance, the policy choice or between the working 
capital investment policy, working capital financing policy or the self-liquidating approach 
decision presents trade-off decisions which are centred around the overarching elements 
of risk versus return.  
Maintaining higher levels of current assets relative to current liabilities has an adverse 
effect on the firm’s profitability but at the same time higher levels of short-term liabilities 
relative to short-term assets introduces elements of liquidity and operational risk (Ross et 
al., 2005). The trade-off presented is in deciding between aggressive working capital 
policies, which emphasise on achieving a higher risk associated return, moderate working 
capital policies which try to maintain an apt balance between the two and conservative 
policies which primarily focus on the minimisation of risk rather the pure maximisation of 
profit (Brigham & Ehrhardt, 2004; Erasmus, 2010).  
Gitman (1974) as well as Carpenter and Johnson (1983) have purported that this trade-
off and relationship between the risk versus return associations of the investment and 
financing policies of working capital is non-linear and complex. These studies have thus 
concluded that there exists an argument for the implementation of an aggressive working 
capital policy or the adoption of conservative working capital policies in other cases.  
2.4.1 Aggressive Working Capital Policy  
Aggressive working capital policy is primarily focused on limiting the amount an entity has 
invested in current assets. Long-term liabilities are used as the mechanism to fund the 
company’s investment in non-current assets as well as a substantial portion of its current 
assets. The remaining minimal financing needs required for current assets are then 




assets is minimal this then informs that the company is highly dependent on access to 
short-term and liquid financing.  
The motive of such a strategy is largely profit driven. The minimal investment in current 
assets such as inventory as well as trade receivables, limits the company’s cost to carry 
for these short-term assets. These assets are what is known as non-productive assets 
and the longer inventory is not sold or receivables not collected, the more expensive the 
cost of these assets become. (Wanguu, 2015). Inventory could potentially go obsolete the 
longer it is not sold, and receivables have a higher chance of becoming non-collectable 
the longer they are outstanding. Thus, a company limiting its investment in said assets 
manages to save on these costs and increases overall profitability and earnings.  
Conversely, the strategy, although theoretically highly profitable, exposes an entity to 
several liquidity as well as operational risks. Lower investment in inventory, means the 
entity could potentially have stock shortages and be unable to sell goods to clients as and 
when is required (Nazir & Afza, 2009). Furthermore, Losbichler and Mahmoodi (2012) 
explains that minimised investment in accounts receivable usually implies stringent 
policies and credit terms set for debtors and this once again could have adverse effects 
on sales and profitability. The dependence on short-term funding to plug a hole in the 
company’s working capital further exposes the company to potential liquidity and market 
fluctuation issues. 
2.4.2 Conservative Working Capital Policy  
The conservative working capital management (WCM) policy approach attempts to use 
long-term financing in order to invest in short term assets. Current assets are all funded 
with long-term liabilities, including peak temporary requirements. This policy approach 
assumes very minimal spontaneous credit as liabilities such as trade payables are 
employed only as a fall back by entities (Nazir & Afza, 2009). Deloof (2003) explains that 
conservative policies are measures which try, unrealistically, to cover all foreseen and 
expected eventualities. However, there is a cost associated with a firm trying to 
unrealistically ensure stability and certainty. The use of long-term financing to ensure this 
stability makes it a more expensive policy to implement as compared to a policy which 
provides room for short-term financing. This policy approach usually entails high stock and 
cash levels in order to avoid fulfilment issues as well as liquidity shortfalls (Brigham & 




This overinvestment in the operational elements of working capital thus limits funds which 
are available for more productive use such as investments in interest bearing investments. 
Moreover, the high levels of stock as a means to avoid stock outs results in unsold 
inventory, which inadvertedly increases carrying and storage costs for the firm (Louw, 
2015). The longer entities pile up this stock the higher the possibility of this stock 
eventually becoming obsolete. Furthermore, in addition to these direct costs associated 
with this policy there exist indirect opportunity costs associated with a conservative 
working capital policy approach. This approach entails, in trying to avoid liquidity issues, 
investing cash resources in short term liquid instruments and bank deposits which are 
usually non-interest bearing, implying that entities employing this approach forfeit the 
opportunity of earning profitable interest on these balances (Deloof, 2003). Lastly the 
costs of this long-term funding, given its certainty over a long period, is usually priced more 
expensively. This is coupled with the disadvantage than an entity will be continuously be 
required to pay interest expense even when there are no requirements for operational or 
working capital as a result of their funding arrangements (Deloof, 2003). 
There are however several benefits to the implementation of a conservative working 
capital management policy as expressed throughout literature. The minimal dependence 
on short term financing allows the company to avoid exposures to volatile market and 
interest rate movements for their funding. Furthermore, companies also avoid 
experiencing liquidity issues should the need arise for operational funding injections in the 
immediate term. Entities also ensure avoidance of the liquidity risks associated with short-
term funding as, by nature, short-term lending instruments are not guaranteed and can 
sometimes be subject to harsh re-negotiated terms such as higher interest rates and 
stricter repayment terms (Erasmus, 2010). 
2.4.3 Moderate Working Capital Policy 
The moderate WCM policy approach can be viewed as the trade-off between the 
conservative and aggressive policy approaches described above. This approach follows 
a hedging strategy or matched principles which ensure that investment in operational 
working capital is neither excessive nor is it too minimal. This policy assumes a riskier 
position than the conservative approach whilst also maintaining a less riskier stance than 
aggressive policy mechanism (Maswadeh, 2015). 
Moderate WCM policy implies a self-liquidating approach where non-current assets and 




whereas current assets and temporary working capital needs are financed through short 
term instruments (Rangarajan, Rangarajan & Misra, 2006) 
This trade-off between aggressive and conservative policy approaches affords the 
moderate working capital policy stance the advantages which are the shortcomings of the 
other two strategies. On the other hand, this strategy also succumbs to the disadvantages 
of the pros offered by the aggressive and conservative policy approaches (Brigham & 
Houston, 2009). As an example, moderate WCM policy has lower interest rate and 
macroeconomic risk fluctuations as well as minimal reinvestment costs as compared to 
the aggressive approach. However, this approach also assumes lower profits given its 
higher interest servicing and expenditure given the proportion of long-term financing used 
in the capital structure being larger than short term financing.  
2.4.4 Summary  
The decision between the implementation of a conservative liquidity and risk minimisation 
focused, aggressive profit driven, or moderate on-the-fence policy is dependent on several 
factors and influenced heavily by the industry and type of business operates. There exists 
a highly significant and negative correlation between industry liability and asset polices 
(Weinraub & Visscher, 1998). Bhattacharya (2014) purports that this working capital policy 
decision is informed by the company’s general approach to how they choose to finance or 
invest in their short-term assets as these policies vary on their stances to both the 
investment in and the financing of current assets. Firms with a more conservative stance 
will rely heavily on long-term capital as a source of financing their current assets 
investment. Contrary to this, entities with a more aggressive stance maintain low levels of 
investment in short term assets and the less is the firm’s reliance on long term capital to 
finance current assets. 
Ultimately, working capital management policies have an important impact on shareholder 
wealth through their influence on company expected future returns as well the risk 
associated with said returns. Thus, these policies and their effective implementation are 
imperative to the survival and growth of every entity. 
2.5 TRADE-OFF BETWEEN LIQUIDITY AND PROFITABILITY 
The whole essence of working capital management relies on an entity finding an optimal 
balance between its dual goals of liquidity and profitability (Smith, 1980). This optimal 




opposing goals, a trade-off which will ensure the overall growth and sustainability of said 
entity.  
Liquidity refers to the amount of cash a company can put its hands on quickly to settle its 
debts and possibly to meet other unforeseen demands for cash payments too (Anjum & 
Malik, 2013). The issue of liquidity births itself from the fact that there exists no such thing 
such as perfect capital markets where funds are always readily and freely accessible 
(Nasruddin, 2006). The marketplace for capital in reality is one which is complex and 
renders the need for entities to hold sufficient levels of liquidity. Ejelly (2004) explains that 
an entity controlling and planning its short-term assets and liabilities in an efficient manner 
creates an advantageous liquidity position for itself allowing it the ability to avoid being 
unable to honour immediate obligations. 
Smith and Begemann (1997) elucidated that examiners and proponents of working capital 
throughout literature have been consistent in agreeing that working capital management 
is encompassed mostly by the competing but salient goals of liquidity and profitability. 
Duru, Ekwe and Eje (2014) further purport that the competing nature of these salient goals 
is as a result of the trade-off between risk and return for an entity as profit maximization is 
a severe threat to liquidity whereas a myopic focus on liquidity adversely impacts returns. 
As explained by Brigham and Houston (2009), most financial managers need the comfort 
of liquidity as it enables the firm to have adequate cash to settle immediate obligations, 
make unforeseen necessary expenditure whilst also maintaining adequate reserves to 
deal with unexpected emergencies and eventualities. Liquidity thus plays an important 
role in growing a firm’s value by enabling the firm the ability to immediately implement and 
take advantage of value creating opportunities, have the financial flexibility to avoid 
adverse unexpected operational adjustments as well as having alternate and financing 
options which enable them to obtain funding at a lower cost (Nasruddin, 2006). 
Profitability on the other hand is focused on the maximisation of shareholder wealth and 
requires that an entity’s funds, instead of being idly reserved for liquidity purposes, are 
rather utilised in productive means to yield higher returns (Akoto et al., 2014). 
Consequently, this need for increased profitability informs a firm’s need to invest in 
projects with potentially high net present values. Schilling (1996) elucidates that 
companies are required to find an optimal balance between investment in day-to-day 
operational investments in working capital versus capital investments. The former, 




capital projects play a crucial factor in the long-term sustainable growth of the entity. Thus, 
Schilling (1996) advocates that efficient liquidity management is imperative in ensuring 
both long term growth as well as short-term profit maximisation. 
These salient goals of profitability and liquidity are competing in most of the decisions an 
entity makes. For instance, to ensure the profitability goal is met, companies maintain 
higher inventory levels to mitigate potential operational and supply-side risks such as 
sales fulfilment issues and increases in raw material costs. This investment in working 
capital however has the adverse and negative impact on an entity’s liquidity position 
(Arnold, 2008). Therefore, when one increases, the other decreases. Arnold (2008) further 
explains that entities, in reality, do not reside on either ends of this spectrum but rather 
opt for a balance between profitability and liquidity which will satisfy their risk return 
appetite. That is, companies employ an optimal balance which suffices their liquidity needs 
whilst also helping them to achieve desired levels of profitability.  
The interaction between working capital management practices, in particular, efficient 
liquidity management, is in ensuring that a firm establishes an optimal balance between 
excessive liquidity whilst on the other hand managing against insufficient liquid reserves 
being held. Over investment in liquidity informs that an entity reserves large amounts in 
unproductive non-interest earning funds which do not earn any profit for the firm whereas 
converse to this, insufficient investment in liquidity, as Nasruddin (2006) explains, 
negatively affects the entity’s ability to repay its current liabilities as and when they become 
due. The knock-on effect of this is that the company’s credit standing is adversely affected 
rendering it difficult and more expensive for them to access capital markets to fund future 
projects. At its most severe state, illiquidity could result in an entity having to liquidate its 
assets rendering it bankrupt and insolvent (Shin & Soenen, 2000; Nasruddin, 2006).  
2.6 PREVIOUS STUDIES ON WORKING CAPITAL MANAGEMENT AND 
PROFITABILITY  
2.6.1 Studies on Developed Economies  
In literature on working capital for developing economies, Professor Marc Deloof’s 2003 
study on 1 009 Belgian listed firms to try and understand the relationship between 
corporate profitability and working capital management has proven to be particularly 
important. Deloof (2003) over a five-year period thoroughly investigates these Belgian 
firms and concludes with fundamental assertions for this topic. Interestingly, the paper 




return on assets and argues that it gives a more accurate indication of profitability 
irrespective of the make-up of an entity’s assets. As an example, return on assets would 
give a flawed assessment for firms whose asset base largely comprises of financial assets 
given the fact that that returns on assets wouldn’t be significantly contributed to by 
operational activity.  
Using gross operating income as a measure for profitability, the corporate finance expert 
finds that there exists a significant and negative association between the cash conversion 
cycle of Belgian entities and their profitability. Deloof (2003) explains that a reduced cycle 
leads to increased profits for these entities. The research further finds that the efficient 
management of working capital has a significant impact on the profitability of a firm. 
Specifically, Deloof (2003) finds significant negative relationships between gross 
operating profit and inventory days on hand, accounts receivable days and account 
payable days. Thus, by maintaining a minimum number of days for these components, 
shareholder value can be maximized.  
Extending this study to the Greek market, Lazaridis and Tryfonidis (2006) investigates, 
over a five-year period, 131 varying entities listed on the Athens Stock Exchange in trying 
to further understand this relationship between corporate profitability and working capital 
management. The researchers consistent with Deloof (2003) elect to use gross operating 
profit rather than net profit as their profitability measure given the study’s intentional focus 
on finding the impact of operational activity on the success or demise of an entity. Lazaridis 
and Tryfonidis (2006) further argue that using operational profits is appropriate when trying 
to assess working capital, given that it feeds the operational part of an entity’s profits. 
Given this, the paper also deducts financial assets when looking at the short-term asset 
base of the entities, purporting that this gives a more accurate operational asset base 
view. The study establishes a significant and negative relationship between gross 
operating profit and the cash conversion cycle entailing that the optimal and efficient 
management of an entity’s cash conversion cycle components can positively influence its 
profits.  
More than assessing the associations between the working capital components and 
profitability, Lazaridis and Tryfonidis (2006) also investigates the relationships which exist 
between firm size and a company’s debt with how profitable the company is. Calculating 
firm size as the natural logarithm of sales, the study finds a statistically significant and 
positive relationship between firm size and profitability, implying that larger corporate 




debt and profit link, the paper looks at the financial debt ratios of these 131 companies 
and regresses them against gross operating profit, concluding that there exists a positive 
correlation between the two. Lazaridis and Tryfonidis (2006) unpack these results by 
stating that profitable entities are usually in a position which allow them to leverage more 
extensively and at a cheaper financing cost which also in turn further improves profits. 
Financial debt is used by these Greek entities to finance their working capital positions 
and ultimately increase profitability (Lazaridis & Tryfonidis, 2006; Louw, 2015).  
Looking at 88 American firms listed on the New York Stock Exchange (NYSE) over a 
three-year period, Gill, Biger and Mathur (2010) explicitly state that the purpose of their 
study was to expound on Lazaridis and Tryfonidis (2006) to ascertain similar conclusions 
for the United States context. Using correlation analysis and non-experimental research 
design the study finds positive associations between profitability and the cash conversion 
cycle. A negative relationship between accounts receivable days and profitability is also 
found, showing that American firms usually tighten their grip on debtors as a means to 
reduce their cash gap and increase profitability. The paper, however, does not find any 
significant relationships between profitability and accounts payable days, inventory days 
on hand or firm size when assessing these 88 American entities. Lastly, Gill et al.. (2010) 
elucidates that efficient working capital practice entails keeping accounts receivables at 
an optimal level which will in turn positively influence profits and maximise shareholder 
value.  
Given the global financial crisis and economic downturns of 2007/8, Enqvist, Graham and 
Nikkinen (2014) focuses their study on trying to assess the impact of working capital on 
the profitability of an entity in different business cycles. Over an eighteen-year period 
spanning from 1990-2008, the study looks at a sample of Finnish listed entities to try and 
draw conclusions on how different cycles impact this interrelation among working capital 
and profitability. The researchers explain that Finland presents an appropriate study 
sample given that Finnish firms usually display strong changes to business cycles, and 
this is also evidenced by the volatility of the Nasdaq OMX Helsinki stock index. 
Enqvist et al. (2014) finds that during economic downturns and in receding economic 
conditions the relationship between working capital and profitability becomes more 
significant, implying that efficient management of working capital is especially important 
in periods of recession than economic boom. Specifically, the researchers find that 
efficient inventory conversion and accounts receivable management to be especially 




the financial planning and forecasting that entities undertake.  Working capital practices 
are usually not prioritised during economic booms and this leaves entities severely 
exposed when there are downturns in the economy. This has been particularly evident 
during the novel coronavirus (COVID-19) pandemic, leaving many businesses in ruin. 
These measurable economic condition influences on the working capital-profitability 
association, particularly how depressed economic states adversely affect entity 
profitability, show that working capital efficiencies need to be invested into and 
incorporated into daily routines given their importance in determining profitability. Lastly, 
Enqvist et al. (2014) reminds the reader of the important role of firms in the macro 
economy in terms of creating employment and generating income. Thus, poor and 
inefficient working capital practices, especially when exposed to adverse business 
conditions, could threaten entity stability and ultimately impede their ability to continue with 
their imperative economic functions. Effective working capital practices need to continually 
be instituted to ensure the going concern of the firm and overall health of the economy. 
Recently, Spanish researchers Sonia Banos-Caballero, Pedro J. García-Teruel and Pedro 
Martínez-Solano from the University of Murcia have gone about investigating the 
relationship between working capital and profitability through a cross-country analysis. 
Banos-Caballero, García-Teruel and Martínez-Solano (2019) assesses a sample of firms 
from 30 varying countries over an 18-year period to try and establish an association 
between net operating working capital and firm value across different countries.  The 
researchers include countries which are vastly different from each other but also include 
control variables such as economic and financial development, GDP as well as investment 
and law enforcement measures. 
Using the valuation model proposed by Farma and French (1998), Banos-Caballero et al. 
(2019) institutes cross-sectional regressions of firm value on earnings, investment, and 
financing variables of the varying entities as their methodological approach. The paper 
concludes that operational net working capital value differs across countries and its 
influence on firm value also differs depending on the country. Specifically, the study finds 
that financial and economic advancements as well as enhanced investment protection in 
a country positively affects the value of net working capital. Shareholder value is positively 
influenced by net working capital in countries with strong enforcement of investor rights, 
and greater financial and economic development. In closing Banos-Caballero et al. (2019) 




or established given the influences this has on its financial decisions and ultimately its 
value.  
The discussion on working capital management in developed economies present the 
study with several key insights. It is evident that in the developed world, inventory turnover 
and revenue collection are the most important WCM components in influencing 
profitability, regardless of the industry an entity operates in. The conclusions for the 
influence of creditors and payables management as well as the overall cash conversion 
cycle are inconsistent in the varying studies.   
Most significantly, the section gives this study insight into the crucial role played by 
efficient working capital management practices in recessionary economic periods as 
compared to periods of boom. This lesson becomes even more imperative given that the 
study purports to make inferences and suggestions for clothing retail industry entities 
currently operating and trying to recover in a recessionary environment due to the effects 
of the novel coronavirus (COVID-19) pandemic. 
2.6.2 Studies on Developing Economies  
In recent history, Dong and Su (2010) proves to be one of the pioneering literatures and 
studies relating to the topic of working capital management and its interrelation with 
profitability within the context of a developing market. Using Vietnamese firms listed on 
the Ho Chi Minh City Stock Exchange (HOSE), this body of work focuses its assessment 
of this topic on trying to establish a relationship between the cash conversion cycles and 
its individual components with profitability as measured through gross operating income 
of the companies. Dong and Su (2010) find a negative and strongly correlated relationship 
between the overall cash conversion cycle and profitability implying that a decrease in an 
entity’s cash conversion cycle is strongly linked with increased profitability. At an individual 
cash conversion cycle components level, the authors find a significantly negative 
association between inventory days on hand and profitability as well as accounts 
receivable days and profitability, thus rendering the opportunity for finance managers to 
use these two components as a lever, by decreasing either, to increase profit. Lastly, the 
researchers also find that for Vietnamese firms there exists a strong and positively 
correlated relationship between accounts payable days and gross operating profit, 
meaning firms can attain profitability growth by delaying and extending repayments to their 




In 2009, researchers Afza and Nazir studied this topic and relationship with a particular 
focus on working capital management policies and their influence on profitability within a 
developing economy context. Using Pakistani firms listed on the Karachi Stock Exchange 
(KSE), Nazir and Afza (2009) manipulates data spanning over 7 years of 204 listed entities 
through panel data analysis and cross-sectional regression techniques to study this 
relationship. Their study finds that there exists strong and significant evidence of a 
negative correlation between aggressive working capital policies and the profitability of an 
entity, assertions which are consistent with previous work done on this topic such as 
Carpenter and Johnson (1983). A further important finding of the study is the varying 
nature of working capital policies across different industries and the implications of said 
polices on the varying firms in those industries. The authors suggest that perhaps an 
adoption of working capital investment policies which are relatively conservative would 
lead to increased profitability for companies in a developing economy context such as 
Pakistan’s.  
Charitou, Elfani and Lois (2010) gives a working capital management perspective from a 
European emerging market context as they focused their study on 43 industrial firms listed 
on the Cyprus Stock Exchange. The researches introduce control variables such as the 
logarithms of sales, sales growth and debt ratios to account for the varying firm sizes. 
Under the hypothesis that profitability can be improved through effective working capital 
management, the authors employ multivariate regression techniques to find a statistically 
significant association between the cash conversion cycle separate components; being, 
days inventory on hand, accounts receivable collection days and accounts payable days 
and profitability as proxied through the return on assets. Finally, the study advises entities 
and decision makers in those companies to ensure efficient use of operational capacity 
and levers given their impact on profitability and overall health of a company. Effective 
use of these levers allows an entity to minimise business fluctuations, mitigate risk 
potential defaults and increase entity value (Charitou et al., 2010) 
Empirical assessments of this topic from the context of an emerging Asian market context 
have been carried out and detailed in the study by Charitou, Lois and Halim (2012). 
Looking at establishing an association between working capital management and 
profitability, the researches conduct their study using all 718 firms listed on the Indonesia 
Stock Exchange over a 13-year period spanning from 1998 right up to 2010. Congruent 
with other similar studies in the developing economy context, the study employs the cash 




the primary measure for profitability. Using multivariate regression methodologies, the 
paper concludes that for Indonesian firms there exists statistically significant and positive 
relationships between their profitability and their working capital practices as measured by 
the net trade and cash conversion cycles. Charitou et al. (2012) also finds a negative and 
statistically significant ratio between firm debt ratios and the return on assets thus 
concluding consistently with the liquidity-profitability trade-off theory, decreased liquidity 
usually leads to growth in profits.  
Jakpar, Tinggi, Siang, Johari, Myint and Sadique (2017) looked at the relationship 
between profitability and working capital management elements as indexed by the cash 
conversion cycle by studying a sample of 164 manufacturing firms listed on the Bursa 
Main Board. Through the adoption of Pearson correlation and discriminatory panel 
regression techniques the researchers find a positive and statistically significant 
relationship between inventory days on hand, accounts receivable collection days, firm 
size and profitability. On the other hand, the study also finds negative and significant 
associations between firm profitability and its debt ratio as well as the length of time taken 
to repay its creditors. Jakpar et al. (2017) however notes that, contrary to previous studies, 
it concluded on a statistically insignificant inverse relationship between the cash 
conversion cycle of an entity with its profitability implying that for Malaysian manufacturing 
firms, the cash conversion cycle does not influence profitability. A conclusion which boldly 
seeks to challenge the trade-off theory between liquidity and profitability.  
Using similar methodologies as Jakpar et al. (2017), Karim, Kamruzzaman and 
Kamruzzaman (2018) extend the investigation of working capital management and 
profitability towards firms in the steel manufacturing industry in Bangladesh. The authors 
consistently find a significantly negative correlation between the working capital 
components and profitability. Most interestingly though, the paper also notes a negatively 
significant relationship between the length of time taken to repay creditors and profitability, 
a conclusion which is inconsistent with those made in previous studies of a similar nature. 
Karim and his fellow researchers find that in the Bangladesh steel manufacturing industry, 
delaying repayments to creditors has an adverse effect on firm profitability due to the 
importance and valued nature of supply chain relationships. Furthermore, the study does 
also highlight the critical importance of effective and efficient working capital management 
practices and policies in influencing firm profitability and enhancing firm as well as 




Consistent with the developed economy, the profitability of entities operating in the 
developing economy has a strong dependence on the manner in which their working 
capital is structured and managed. The directionality of these relationships is inconsistent 
in each of the studies present, owing to the fact that different industry and market 
dynamics in varying regions will influence this interaction between WCM policy and 
profitability.  
An interesting observation is that in countries where relationships are valued, elements of 
working capital such as accounts payable days and accounts receivable days which 
involve the management of both customer and supplier relationships tend to have more 
significance of and influence on profits than in other countries where such interpersonal 
relations aren’t as valued.  
2.6.3 Studies on African Countries 
Focusing on a sample of 319 listed and delisted industrial South African firms, Erasmus 
(2010) assesses this association between profitability and working capital management 
through both the orthodox and unorthodox lenses of liquidity and debt ratios as well as the 
net trade cycle. Erasmus opts to adopt the net trade cycle rather than a cash conversion 
cycle given that the cash conversion cycle requires inputs such as the cost of goods sold 
and purchases which are not an IFRS required disclosure, and consequently aren’t always 
disclosed by companies. A more accurate alternate measure, given the issues with the 
cash conversion cycle was then determined to be the net trade cycle (NTC). The NTC is 
calculated as the total sum of the operational working capital elements (i.e. trade 
receivables, inventory and trade payables) as a quotient of turnover multiplied by 365. 
This measure is used to indicate the time take taken, in days, for the overall flow of 
revenue within an entity. That is, the net trade cycle indicates the number of days an 
entity’s sales have to be funded through working capital (Purwoto & Rahayu, 2018).  
The inclusion of delisted firms helps the study to reach robust conclusions and avoid 
issues associated with survivorship bias. Over a 19-year cycle spanning from 1989 to 
2007 the research concludes that there exists a negative and statistically significant 
relationship between return on assets as a measure for profitability and the measures of 
working capital management, elected as net trade cycle, debt and the liquidity ratio. The 
established negative relationship between the net trade cycle and profitability implies that 




The study, as evidenced by South African industrial firms, advocates for low liquidity and 
investment in net trade assets in order to improve profitability.  
Falope and Ajilore (2009) is the most cited and potentially most pivotal study in terms of 
working capital management within an African context. The researchers studied a sample 
of fifty Nigerian listed non-financial firms over a 10-year period between 1996-2005. 
Employing panel data techniques and pooled regression methods, the study concludes 
on a negative and statistically significant relationship between net operating profit and the 
individual components of the cash conversion cycle; namely, the average collection 
period, inventory turnover in days, average payment period. The researchers’ findings are 
generally consistent with other major studies in this field such as Deloof (2003) and Ejelly 
(2004). Furthermore, the Nigerian econometrists also conclude that they find no statistical 
significance between the size of a firm and the impact of working capital practices on their 
profitability. The authors close off the paper by suggesting that shareholder value can be 
created through efficient methods of managing working capital, including reducing the time 
taken to collect receivable’s and limiting investment in inventory to a minimum. 
For Ghanaian listed firms, the relationship between working capital management and 
profitability is investigated by Akoto, Awunyo-Vitor and Angmor (2013). Their study 
focuses on assessing this relationship for the 13 manufacturing firms listed on the Ghana 
Stock Exchange (GSE). The researchers opt to use both the static (i.e. current asset and 
turnover ratios) as well dynamic (cash conversion cycle and its individual components) 
views in their assessment of working capital management to ensure that they provide 
accurate and full view of the influence of working capital on a company’s profitability. Using 
panel data techniques, Akoto et al. (2013) concludes that there exist significant and 
negatively correlated associations between the profitability of these manufacturing firms 
and the length of their cash conversion cycle. Consistent with other studies such as 
(Falope and Ajilore, 2009; Lazaridis and Tryfonidis, 2006) the study finds that a shorter 
cash conversion cycle usually has a positive impact on an entity’s profitability, 
subsequently creating value for shareholders. In assessing the individual components of 
working capital, the researchers find that profitability is adversely influenced by relaxed 
accounts receivable policies and that these companies should aim to tighten their 
collection period of outstanding receivables to at least 30 days. A further inference from 
this study is that although there exists a positive association between the repayment 




researchers emphasize that for entities in developing economies, effectively managing 
the asset side of working capital tends to be more important than the liabilities lever. 
In focusing on the issue of the trade-off between liquidity and profitability within an African 
context, Akoto et al. (2013) proposes the implementation of prudent working capital 
management policies to mitigate liquidity issues whilst also improving and maximising 
shareholder value. For liquidity policies the study finds a self-liquidating approach where 
short-term liabilities are closely matched with short-term assets as the most appropriate 
policy, helping to relatively limit investment in working capital whilst also managing to 
satisfy immediate obligations as and when they are due.  
This West African focus is further contextualised by the study of Duru, Ekwe and Eje 
(2014) who studied the liquidity positioning and its effect on entity performance of Nigerian 
industrial product manufacturing companies. Using generalised multiple regressions, the 
study employs the traditional liquidity ratios as a measure for liquidity and concludes that, 
consistent with literature on this topic, that for these firms there exists a significant negative 
association between liquidity and profitability. That is, firms with larger liquidity positions 
(idle funds) tend to have lower profits than those who utilise their float funds in capital 
projects and maintain lower levels of liquidity.  
Mathuva (2009) gives an East African perspective to this topic through the paper’s 
assessment of working capital components and their influence on corporate profitability 
on Kenyan firms listed on the Nairobi Stock Exchange (NSE). Using regression methods 
such as the fixed effects as well as pooled OLS regression models, the study finds that 
over a 15-year frame, there exists significant associations between company profitability 
and the components of working capital. Mathuva (2009) asserts that positive and 
significant associations between a firm’s inventory conversion period and its profits exist. 
The paper elucidates that this is inferred by the fact that a longer inventory conversion 
time frame implies entities hold larger stock reserves and mitigate the risk of lost sales 
and business due to unforeseen interruptions to the end-to-end operational chain, both 
directly and indirectly. This significantly positive relationship is also concluded between 
corporate profitability and the length of time taken by an entity to repay its creditors. Lastly, 
for Kenyan listed companies the paper finds that the longer firms take to collect 
outstanding receivables, the more unprofitable they tend to be. Cash conversion and 




A cross-continental approach is evidenced in Ukaegbu (2014), a study in which the finance 
and managerial accounting professor tries to study the relationship between efficient 
working capital practices and corporate profitability to determine their significance across 
developing economies across Africa with differential industrialisation levels. The varying 
levels of these developing African economies for the purposes of this study is typified by 
the country’s industrialisation level in 2010 as measured by its manufacturing value added 
(MVA) per capita. Secondly, industrial performance is also proxied by the industrial growth 
performance 1990–2010 which is measured by the compound annual growth rate of MVA 
per capita. Ukaegbu (2014) purports that this indicator identifies the most dynamic African 
industrialisers as well as stagnating and de-industrialising countries 
 Methodologically, the study elects to implement a balanced panel approach to investigate 
102 manufacturing firms from Egypt (20), Kenya (20), Nigeria (20) and South Africa (42) 
over a five-year period spanning between 2005-2009.  
Ukaegbu (2014) finds many similar and consistent relationships across the different 
African economies. The research concludes that there exists statistical significance for a 
negative correlation between net operating profit and cash conversion cycles across 
different industrialisation typologies. Regardless of a country’s development or 
industrialisation, minimising one’s cash conversion cycle leads to enhanced profitability. 
Thus, for entities operating in a developing economical context, the study proposes a more 
aggressive management style of controlling cash flow through the acceleration of 
outstanding debtor collections, delaying repayment of accounts payable and quick sale of 
inventory which are all measures to minimise the cash conversion cycle, increase profits 
and maximise shareholder value (Ukaegbu, 2014). 
For African entities, the reviewed literature consistently evidences that it is the cash 
conversion cycle in its entirety that has a significant influence on profitability rather than 
individual components of WCM. However, how the interrelated components of the CCC 
affect profitability, largely proxied as net operating income, is predominantly driven by the 
region within the continent an entity operates.  
From a West African perspective, emphasis is placed on managing the asset lever (i.e. 
accounts receivables and inventory) in attempting to influence the cash cycle and 
ultimately profitability. The East African economy encourages inventory management as 
a paramount tool in efficiently managing working capital. East African firms are 




increasing profitability when electing to implement shorter inventory conversion periods. 
In both regions, given the valued nature of interpersonal relationships, researchers argue 
against improving working capital through stringent receivable and delayed creditor 
repayment policies. These lessons will be interesting to note when assessing these WCM 
components relationships within a South African clothing retail context.  
For Southern African entities, the literature reviewed advises entities in these markets to 
hold lower operational assets as a means to significantly improve profitability. Entities 
holding lower liquidity are found to be more profitable than those which invest in current 
assets. These findings are disparate with those for the rest of the continent where it is 
suggested that more conservative, rather than aggressive, WCM policies are employed.  
The above factors thus provide this study with important aspects for consideration, 
especially given that it is conducted within the African context. This study becomes 
particularly important considering that a study at a drawn down and niched sub sector 
level such as clothing retail like this has not been previously conducted. This research will 
serve as an important addition to the limited body of knowledge in the working capital and 
African retailing environment.  
2.6.4 Studies on the Retail Sector 
Choudhary and Tripathi (2012) represents one of the most important pieces of literature 
when it comes to studying the relationship between working capital management and 
profitability within the retail sector. The researchers focused their study on Indian retail 
firms with a specific outlook on the impact of inventory management on the financial 
performance and profitability of an entity. The study focused on the three biggest retailers 
in the Indian economy, which accounted for over 75% of the total market share at the time. 
Using Return on Assets (ROA) as a proxy for profitability, the study honed in on the varying 
inventory management processes of the three retailers to ascertain the relation between 
these working capital management practices and profitability.  
The results of the study were inconclusive but were nonetheless important in helping us 
draw important lessons on working capital and profitability in the retail sector. First, 
Choudhary and Tripathi (2012) shows that even within a single industry, practices to 
manage working capital can differ vastly. This also informs that the different ways of 
managing working capital components by companies will have varying consequences for 
the profitability of each company. However, what is consistent from the conclusion of the 




which are at risk of perishing or being obsolete, effective inventory management and sales 
forecasting processes need to be implemented in order to avoid operational issues such 
as stock outs, unsellable goods or excessive stock piles.  
Louw (2015) is the piece of literature which affords this study its foundations and the 
principles to build upon. The research primarily focused on assessing the overall 
management of working capital by listed retail firms in South Africa. The researcher 
investigates working capital management and its relation to profitability through the lens 
of the cash conversion cycle and its influence on measures such as the return on assets, 
return on equity, gross profit margins and economic value added. Louw (2015) focuses 
on the 18 retailing firms listed on the Johannesburg Stock Exchange over a nine-year 
period between 2004 – 2012 with the research paper concluding that for South African 
retailers, reducing the average days of inventory on hand produces the most statistical 
significance in reducing the cash conversion cycle and subsequently increasing 
profitability. The study further substantiates this by arguing that for retail firms this makes 
sense given the importance of inventory management in that industry. Furthermore, Louw 
(2015) finds that a decrease in the account’s receivables collection days as well as 
increasing the number of account payable days does not have a statistically significant 
relationship with growth in profitability for South African retailers, contrary to findings in 
other industries and sectors within developing economies. The paper thus suggests that 
retailers in South Africa should, in trying to effectively manage their working capital, make 
an effort to focus on inventory management which will in turn most likely significantly 
improve their profitability.  
The paper does admit however to its shortcomings, shortcomings of which present us with 
the opportunity and outlay for this study. One of the major limitations, as Louw (2015) 
mentions, is that given the papers limited data sample, the study fails to produce any 
statistically significant results at a retail sub sector level for retail sub-sectors such as the 
food, furniture as well as clothing sectors. The study merely focuses its assessment at a 
purely aggregated industry level for the South African retail sector. This then presents this 
study with the opportunity to fill this gap and provide insights at a much more drawn down 
sub sector extent. This study aims to address these limitations as identified in Louw (2015) 
through the use of a more specialised approach rather than a broader methodology as 





2.6.5 Summary Table of Past Literature 
Authors & Date Sample Study Context & 
Themes 
Results 




Significant and negative association between 
the cash conversion cycle and gross operating 
income  
Lazaridis and Tryfonidis 
(2006) 
131 listed entities on the 




Significant and negative relationship between 
gross operating profit and the cash conversion 
cycle 
Significant and positive relationship between 
firm size and profitability 
Positive correlation between financial debt ratio 
and profitability 





Negative and statistically significant relationship 
between net operating profit and the average 
collection period, inventory turnover in days, 
average payment period 
Mathuva (2009) 30 Kenyan firms listed 





Positive and significant associations between a 
firm’s inventory conversion period, accounts 
payable days and profitability as measured 
through ROA and ROE 
Afza and Nazir (2009) 204 listed entities on the 





Significant evidence of a negative correlation 
between aggressive working capital policies and 
the profitability of an entity 
Gill, Biger and Mathur 
(2010) 




Significant and positive associations between 
profitability and the cash conversion cycle. 
A negative relationship between accounts 
receivable days and profitability 
Erasmus (2010) 319 listed and delisted 





Negative and statistically significant relationship 
between ROA and the net trade cycle, debt and 
the liquidity ratio 
Charitou, Elfani and Lois 
(2010) 
43 industrial firms listed 





Significant positive association between days 
inventory on hand, accounts receivable 
collection days and accounts payable days and 
ROA 
Dong and Su (2010) 130 firms listed on the 




Find a negative and strongly correlated 
relationship between profitability and the cash 
conversion cycle, inventory days on hand and 
accounts receivable days 
Charitou, Lois and Halim 
(2012) 
718 firms listed on the 
Indonesia Stock 





Significant and positive relationships between 
ROA and the net trade and cash conversion 
cycles. 
Choudhary and Tripathi 
(2012) 
3 biggest Indian retailing 






Inconclusive results  
Practices to manage working capital differ vastly 
even within the same industry. 
Inventory management as a WCM component 
has the most significant influence on profitability 
in retail 
Akoto, Awunyo-Vitor and 
Angmor (2013) 
13 manufacturing firms 
listed on the Ghana 





Significant and negatively correlated 
associations between the profitability and the 
length of their cash conversion cycle. 
Self-liquidating approach most appropriate 
policy for Ghanaian firms 
Enqvist, Graham and 
Nikkinen (2014) 
All firms listed on the 
Nasdaq OMX Helsinki 






During economic downturns the relationship 
between working capital and profitability 
becomes more significant  
Efficient inventory conversion and accounts 
receivable management are especially important 
during times of economic recession 







Significant negative association between 
liquidity and profitability 
Ukaegbu (2014) 102 firms operating and 
listed across Africa (i.e. 






Significant and negative association between 
net operating profit and cash conversion cycles 
across different industrialisation typologies 
Louw (2015) 18 retail firms listed on 




Negatively significant relationship between 
average days of inventory on hand, a decrease 





Insignificant association between profitability 
and accounts payable days. 
Karim, Kamruzzaman and 
Kamruzzaman (2018) 
6 listed steel 





Significantly negative correlation between 
inventory on hand, accounts receivable 
collection days and accounts payable days and 




Listed entities from 30 
different countries over 
an 18-year period. 
Cross-Country 
Analysis 
Operational net working capital value differs 
across countries 
Working capital impact on firm value also differs 
depending on the country 
Shareholder value is positively influenced by net 
working capital in countries with strong 
enforcement of investor rights 
Table 2.1: Summary view of discussed literature review  
(Source: Author’s deductions) 
 2.7 CONCLUSION 
The vast array of literature which this paper has sought to consult has helped with 
addressing four vital questions in relation to working capital and profitability, ultimately 
providing this study with its legitimacy as well as importance.  
Firstly, in understanding the role and importance of working capital in an entity the chapter 
has shown that a thorough understanding of the role and drivers of working capital 
management is imperative in assisting entities to minimise risk, improve financial and 
operational performance whilst also equipping said entities to deal with unforeseen short-
term adversities. Furthermore, another important function is understanding the 
relationship and trade-off which exists between profitability and the risk-return associated 
with said profits. Decisions which are likely to increase profitability are likely to have an 
impact and involve increased risk whereas risk reducing measures usually result in the 
erosion of profits. 
Secondly, the literature review sought to address how working capital has been measured 
and found that there are two main schools of thought in this context. Traditionally, 
researchers have opted to use static measures of working capital such as the current or 
acid-test ratios which allow an entity the ability to measure their ability (or inability) to 
satisfy their immediate obligations at a specific point in time. However, as elucidated by 
Richards and Laughlin (1980) the static measures cannot be used on matters or opinions 
of a going-concern nature as they tend to provide misleading conclusions when it comes 
to the evaluation on an entity’s true liquidity position. Thus, researchers have evolved their 
methodologies towards more dynamic measures of working capital management such as 
the operating and cash conversion cycle. These dynamic measures provide a more 




accounts receivable as well as accounts payable over a period of time, helping 
researchers to arrive at more robust conclusions.  
Thirdly, through its inquisition of past literature, the literature review has also drawn 
importance to the importance and trade-off between liquidity and profitability when 
discussing the topic of working capital management. As Deloof (2003) purports, an entity 
finding an optimal balance between its salient goals of liquidity and profitability enunciates 
the whole essence of working capital management. It is important for every entity to reach 
an optimal state between the two opposing goals which will ensure the overall growth and 
sustainability 
Finally, by investigating past studies conducted on this topic through different economic, 
industry and business cycle lenses this chapter has shown that working capital 
management still remains a complex issue with much knowledge gaps, loopholes which 
this study seeks to address. Particularly, this study will seek to address the knowledge 
gaps which exist at a sub-sector level in a retailing context. A study at this level which 
seeks to unpack and understand working capital management for clothing companies in 
a developing economy has, to the best of this research’s knowledge, never been 




















The third chapter of this study looks at addressing the methodology and design of this 
research. To do this, this third instalment will expound upon and justify on the research 
design, research framework and research and statistical procedures elected. This 
includes the collection of data as well as the source and the type of data collected. 
Moreover, the chapter also looks at how the data collected was applied and analysed to 
ultimately answer the research questions imposed in the previous chapters. Lastly, the 
third chapter looks at any ethical considerations for this study as well as any potential 
limitations which were experienced in formulating the research design of this study. 
3.2 RESEARCH DESIGN 
Kothari (2004) explains that research can be termed as an original contribution to an 
already existing body of work for the advancement of the body of knowledge. Thus, 
research encompasses the process of defining a problem; formulating a hypothesis 
around a problem; gathering, organising and analysing data; and finally, reaching 
conclusive evidential and rigorously tested deductions towards a solution for a stated 
research problem and formulated hypothesis (Kothari, 2012). 
A research paradigm is defined by Louis, Keith and Lawrence (2000) as a model or an 
approach to conducting research which has been consistently employed and evidenced 
to be true by the research community for lengthy periods of time. This term was coined by 
Kuhn (1962), elucidating it as a conceptual framework widely verified by researchers in a 
particular field which serves as a comprehensive guideline to conduct research.  
Dash (2005) explains that these research paradigms are founded upon one of two 
research approaches; the positivist approach or interpretivism approach. Positivists follow 
a paradigm informed by empirical hypothesis testing given their belief that conclusions 
from one study can be inferred on another study of a similar kind, irrespective of the other 
study being conducted in a dissimilar environment. Conversely, an interpretive paradigm 
stems from the sociology of regulation and hinges its understanding of a problem from 
subjective, individual viewpoints (Reeves & Hedberg, 2003). Williams (2000) further 




measurement techniques which rely on a subjective association between the researcher 
and elements.  
The research design details the manner in which a study strategizes to ensure that it 
integrates all its varying components in a coherent manner such that the research question 
is adequately addressed (Kothari, 2012). Flick (2015) elucidates that the research design 
should clearly outline how the data in the study will be collected, measured and analysed. 
As further expressed by Draper (2004), a research design needs to cover the two concepts 
of research methodology and research methods. 
3.2.1 Research Methodology  
A research methodology is delineated as the systematic manner in which research is to 
be conducted. The methodology details the work plan of the research and provides logic 
behind the selected methods in the study. Essentially, the procedures by which 
researchers go about their work of describing, explaining and predicting phenomena are 
called research methodology (Kothari, 2012) 
At its core, there are two basic approaches to research. Research methodology is 
encompassed as either being qualitative or quantitative. For a quantitative study, such as 
this one, this approach can be further sub-classified into inferential, experimental or 
simulation approaches to research (Kothari, 2004: 5). Thus, for the purposes of this study, 
the research method elected is a quantitative research design which is based on an 
inferential approach. The inferential approach is appropriate for this study given that it 
focuses on establishing associations and relationships amongst variables being studied. 
Unlike an experimental approach which bases its merits on elucidating causal 
relationships amongst present variables, an inferential method is characterised by the 
analysis of a sample to make assertions and inferrences for the population based on 
observed sample associations with the variables (Hopkins, 2000; Kothari, 2004). 
The study’s methodology follows a deductive reasoning approach. That is, it purports to 
develop inferrences based on existing theory. Babbie (2010) delineates that a deductive 
methodology is concerned with reasoning from the particular to the general. This manner 
of reasoning asserts that if a relationship or association is implied by a certain theory or 
case example, its precepts might hold true in several other cases. Given this, a deductive 





This study will thus follow a deductive quantitative research design predicated on an 
inferential approach in answering its research question and consequently subscribe to the 
positivist paradigm. Given that this study purports to understand and to assess the 
assumed relationship between profitability with working capital and its underlying 
components and policies in a South African retail clothing industry context, this research 
design and methodology is logically appropriate.  
3.2.2 Research Methods  
Bell, Bryman and Harley (2018) defines research methods to be the ranging procedures, 
schemes and techniques used in a research study in helping to answer the research 
question. Essentially, these techniques help the researcher with arriving at solutions for a 
stated problem. Thus, as Draper (2004) explains, research methods can be termed as the 
practical manner a researcher purports to collect and analyse data. Particularly, research 
methods call for explanations based on collected facts, measurements and observations 
and not on reasoning alone. 
These research methods can be tranched into three main groups. The first group details 
the collection of data and the methods followed. Secondly, research methods detail the 
statistical techniques employed to uncover the assumed associations amongst the 
variables in the dataset. The third and final group outlines the methods used to assess the 
validity and accuracy of the research results (Kothari, 2004). 
The following section delves into more detail on the research methods to be performed by 
the study. These methods of collecting and analysing data will help the study in answering 
its research questions.  
3.2.2.1 Sampling Methods  
Sampling is defined as the manner in which elements are selected from a wider and larger 
population for the purposes of being measured or assessed. In order for the conclusions 
delineated from the research to be validly generalised to the population, the sample used 
must be logically viewed as an accurate representation of the population (Shields & 
Twycross, 2008). 
Thus, it is imperative that this chapter addresses the sampling used in arriving at its 
conclusions. This research seeks to make conclusions on South African clothing retailers, 
a sub-sector with thousands of participants, both large and small, formal and informal, 




study has elected to employ sampling techniques which will allow it to infer and deduce 
relationships relating to the population by investigating the sub-set and not necessarily 
every individual component. 
For research purposes, there are broadly two common approaches employed for 
sampling. The first approach is the random sampling technique which details each 
element in the population having a non-zero and equal opportunity of being selected. This 
random sampling technique purports to ensure the unbiased representation of the 
population, failure of which renders a sampling error (Shields & Twycross, 2008). The 
second technique termed as non-probability sampling is defined by Delice (2010) as a 
sampling technique where the selection of members from the population is guided by a 
systematic and non-random process.  
As explained by Falope and Ajore (2009), Sekaran and Bougie (2010) as well as Akoto et 
al. (2013) in studies of a similar nature, non-probability sampling is an appropriate 
sampling method in which the elements are selected from the population in a manner not 
following any probability modelling and consequently have no pre-arranged opportunity of 
being selected. Subjective methods are thus used in order to determine which elements 
are included in the sample.  
This study has thus elected to use non-probability sampling, specifically purposive 
sampling to draw conclusions on the overall clothing sub-sector in South Africa. A 
purposive nonprobability sampling technique has the intention of constructing a sample 
which can logically be assumed to accurately represent the population (Delice, 2010). 
The five listed subjects chosen for the study represent over 40% of the total value of the 
sector and are accordingly appropriate to be used as a purposive sample (StatsSA, 2019). 
These five subjects will provide more value to our study than attempting to add more 
subjects which provide minimal and inconsequential incremental contributory value to this 
sector and overall economy. The value created by the study’s subjects in proportion to the 
value of the population thus helps them overcome any concerns of them not accurately 
representing the population. Given this, the results the study obtains from its sample 
subjects can be comfortably used in generalisations and inferences relating to the wider 
population. 
Furthermore, the study’s sample of entities have been selected on consistent criteria and 
characteristics which will be expounded upon below in the data collection and selection 




the study has employed given that purposive sampling requires an approach which is 
accordant, corresponding to stipulated congruous criterion (Dong & Su, 2010; Karim, 
Kamruzzaman & Kamruzzaman, 2018). 
3.2.2.2 Population and Sample Targeting  
Studies focusing on working capital management and profitability within a developing 
economy context such as South Africa are very limited. Moreover, to this study’s 
knowledge, studies focusing specifically on the retail clothing sub-sector do not currently 
exist, in both the South African and global context. The previous chapter focusing on 
literature further emphasised on the importance of working capital in determining 
profitability and success of entities particularly within a retail context hence investigating 
these entities becomes important. 
Given this, the sample data used is of the retailing clothing entities which are listed on the 
Johannesburg Securities Exchange (JSE). The firms selected for this study are Mr Price 
Group Limited, Rex Trueform Group, The Foschini Group, Truworths International Limited 
as well as Woolworths Holdings Limited.  These firms represent over 40% of the revenue 
and operational activity within the South African clothing retail sector and thus provide an 
appropriate representation of the sub sector this study is attempting to draw conclusions 
on (StatsSA, 2019). 
3.2.2.3 Time Frame of Study  
The five firms mentioned above are studied and analysed over a seventeen-year period 
spanning from 2003 up until 2019. This chosen time frame represents a period of varying 
economic conditions and business cycles both from both global and South African 
perspectives and will help this study arrive at robust conclusions. For the South African 
environment specifically, this period incorporates a period of economic boom where 
retailing activity had been consistently growing, investment in the sector had gained much 
confidence and overall GDP in the economy had reached peak levels at $400 billion in 
2011, the highest since the formation of the Republic (Fedderke & Mengisteab, 2017). 
Conversely, this period is marred by economic downturns which included the global 
financial crises of 2007/8, burgeoning unemployment issues affecting aggregate demand, 
as well as political instability and corporate and governmental corruption which lead to the 
destruction of both public and private markets as well as the overall economy. Factors all 





3.2.2.4 Sources and Types of Data  
The data used in this study is of a secondary nature. The focus of the study is in assessing 
past working capital management components and practices and their influences on entity 
historic performance to make inferences and generalisations on future performance for 
similar entities. Thus, for a longitudinal study of this nature, secondary source data is 
appropriate. Moreover, this secondary data already exists in a consistent and well-
maintained manner, ensuring that this study is not compromised and achieves legitimacy. 
The secondary data to be used is contained within the audited and IFRS regulated 
financial statements of the five entities which are the subjects of this study. Given that 
these entities are publicly listed, their financial information has to be in compliance with 
International Financial Reporting Standards (IFRS) which then ensures the information is 
standardised, consistently accurate and complete.   
From the financial statements of Mr Price Group Limited, Rex Trueform Group, The 
Foschini Group, Truworths International Limited as well as Woolworths Holdings Limited 
published between 2003-2019 the study will interpret the data contained in varying 
sections of the statements including the balance sheet, statement of comprehensive 
income and notes to acquire and manipulate the data in a manner meaningful for the 
tenets of this study. 
This financial statement data is sourced from the individual websites of the five entities 
which are the subjects of this study. To ensure validity and accuracy, this data is further 
checked against similar financial information housed on the Sharedata database, a trusted 
archived source of financial information for listed companies. 
3.2.2.5 Data collection methods   
As delineated in the preceding subsection on research methods, to ensure this study 
arrives at legitimate conclusions, it’s employed judgemental sampling technique needs to 
be one which is consistent, adhering to a standardised approach. 
The sample of firms selected for analysis is based on the following criteria: 
• Firm must be a South African clothing retailer whose primary business and source 
of revenue is the sale of clothes to the general consumer. 
• The entity is required to have been consistently listed on the Johannesburg 
Securities Exchange (JSE) over the study’s assessment period spanning from 




• The company must have issued audited financial statements and results between 
2003 and 2019. 
• The financial statements and results must have been prepared in accordance and 
consistent with the International Financial Reporting Standards (IFRS). 
• Financial information will be retrieved from the websites of these entities, as well 
as the Sharedata databases with the particular purpose of obtaining the following 
measures for the study period: 
o Operating Profit Margin 
o Return on Operational Assets 
o Inventory Days on Hand 
o Accounts Receivable Days 
o Accounts Payable Days 
o Cash Conversion Cycle Days 
o Working Capital Investment Policy 
o Working Capital Financing Policy 
 
3.3 RESEARCH FRAMEWORK  
3.3.1 Overview 
A research framework is a tool to clearly illustrate the research structure, assisting the 
study to formulate its research questions and centre on its focus. As purported by Babbie 
(2010), a framework for research serves the purpose of providing a fundamental structure 
to support the overall research effort.  
From the onset, this study has purported to assess the assumed relationship between 
profitability with working capital and its underlying components and policies. The below 
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Figure 3.1– Research Framework 
Source: Author’s own deduction 
To do this, the study elects panel regression techniques to determine the relationship of 
the components of working capital management as well as working capital policies with 
profitability while also accounting for individual heterogeneity among the clothing firms. 
The advantage of panel regression techniques as a modelling approach is its ability to 
model both the time and cross-sectional dimension of a data set to uncover dynamic 
relationships, allowing the research to reach more accurate and robust inferences (Hsiao, 
2007). The study expounds on this in the below section on model specification.  
The use of panel data linear regression techniques. involves regressing the independent 
variables, characterised into two main groups of the working capital management 
underlying components and policies, and the above delineated control variables against 
the dependent variable measures of profitability, chosen in this study to be operating profit 
margin (OPM) as well as the return on operational assets (ROA). 
WCM POLICY 
Working Capital Financing Policy (WCFP) 
Working Capital Investment Policy (WCIP) 
PROFITABILITY 
Operating Profit Margin (OPM) 
Return on Operational Assets (ROA) 
FIRM SPECIFIC 
Firm Size (FS) 








3.3.2 Selection and Explanation of Study Measures 
3.3.2.1 Dependent Variables 
To assess profitability the study has elected to employ the operating profit margin (OPM) 
as well as return on operational assets (ROA) measurements. 
Operating Profit Margin (OPM) 
Operating Profit Margin (%) =  Operating Profit / Revenue 
Operating profit margin, a measure of company operational profitability is calculated as 
the quotient of operating profit and sales revenue of an entity during a particular reporting 
period, usually a financial year. Operating profit represents the amount an entity has 
generated from its sales after deducting all of its inventory related expenditures such as 
the cost of those goods sold as well as other overheads and administrative operational 
costs such as rent and staff expenses (Dermawan & Indrajati, 2017). Simply, the operating 
profit margin measure tells us how much, from every R1 of goods sold, an entity retains 
as profit after it has paid its direct product costs as well as direct and indirect operational 
expenses. A higher OPM margin, generally indicates that an entity is more profitable, 
relative to its peers. This profitability is usually characterised and driven by either higher 
revenue generation or efficient operational cost mangement. 
Gross operating profit considers profits before any financing or tax related costs, a 
measure which is appropriate given that the focus of this study is on assesing the working 
capital of entites. Working capital which, is a metric informed by the day-to-day operational 
activity of said firms. Furthermore, as purported by Gill et al. (2010) when commenting on 
the appropriateness of pre-tax and pre-debt costs profits, financing activity should be 
eliminated when answering questions on the operation efficacies of an entity. The 
researchers advocate that operational profits are appropriate when attempting to make 
assertions between profits and a firms operating and cash conversion cycles. 
The study further notes that previous studies of a similar nature which also selected 
operating profit as a measure for profitability when attempting to make similar assertions 
between the relastionship between profitability and working capital management (Gill et 
al., 2010; Dong & Su, 2010; Napompech, 2012; Akoto et al., 2013; Louw, 2015). 
Return on Operational Assets (ROA) 




Typically, the Return on Assets (ROA) is measured as the total profit (net income) 
generated from the employment of the full capital assets in an entity in order to ascertain, 
how much profit an entity produces from its investment in said total assets over a period, 
usually a year (Khadafi, Heikal & Umnah, 2014)  However, given the focus of this study 
being on operational or working capital activity , it is imperative that this study’s measures 
speak to and be consistent with the tenets of operational activity. As a result,  the study 
looks at the operational profit returned from the investment in operational assets. 
As explained above, operating profits elucidate the profit generated by an entity after it 
has incorporated all of its costs of conducting business. This measure accounts for all 
expenditure necessary to keep the business running and thus, operating profit tells us how 
much profit each entity has generated from its core operational activity (Falope & Ajilore, 
2009). Operating assets, a balance sheet measure, focuses on giving an assessment of 
the assets employed in the conduct of the ongoing operations of a business. That is, the 
assets which are used in the generation of the entity’s core income. Operational assets 
are assets which are held for use and not for the purpose of resale to customers or 
investment purposes (Blunck & Guymon, 2013). These items are generally characterised 
in three groupings, namely; property plant and equipment, natural resources as well as 
intangible assets, specifically those which are imperative in the day to day business such 
as technology licences used for the manufacturing of goods (Blunck & Guymon, 2013). 
Clothing retailers do not primarily create and enhance firm value through financing and 
investment activities but rather through their core operational activity. Consequently, any 
fair assessment of these entities would be purported from a repurposed view of 
operational assets which excludes financial assets rather than a total assets view. This 
view will help this study in isolating operational performance of these entities independent 
of financial performance, a metric which is crucial for this study. 
The return on operational assets measure is an indicator of how efficiently an entity is 
‘sweating’ its assets or how well they have converted their operational asset investments 
into the generation of profits. This measure is especially important considering that 
investment in assets often represents the largest capital investment for most companies 
(Hafeez & Chugthai, 2020). This measure is also useful for peer comparison of entities 
operating within the same industry given that asset bases are usually of a similar nature 
within industries. Looking at the measure itself, a higher ROA is a positive signal to the 
market showing that the entity is efficiently managing its assets in the generation of its 




into the entity, the company was still managing to efficiently increase profitability (Hafeez 
& Chugthai, 2020). 
3.3.2.2 Independent Variables 
Working Capital Management Components 
Inventory Days on Hand (IDH) 
IDH = (Inventory / Cost of Goods Sold) * 365 days 
The management of inventory, particularly for retailing companies, is one of the single 
most important working capital components in determining the sustainability and success 
of these entities (Knauer & Wöhrmann, 2013). Given the model and type of businesses 
that retail companies operate, investment in inventory tends to be quite large. Moreover, 
above the initial investment in the inventory, the subsequent holding costs for inventory in 
a retailing context are usually high and tend to escalate the larger the volume of 
inventories held by the entity (Durlinger & Paul, 2012). Given this, the management of 
inventory levels is vital for these businesses and will have a significant impact on 
profitability. 
Days inventory on hand is the first of three parts when determining the cash conversion 
cycle, a measure representing the end-to-end cycle of an entity converting purchased raw 
materials to tangible goods and eventually realising cash from the sales of those goods. 
The inventory days on hand measure gives an indication of the efficiency of an entity’s 
inventory management practices by indicating how quickly said company uses its 
available inventory. This measure tells the financial manager how long their cash or 
liquidity is tied up in operational inventory capital (Akomeah & Frimpong, 2019).  A smaller 
number of inventory days on hand reflects an entity which is frequently and efficiently 
selling its inventory, which often translates to higher profitability, all else equal. On the 
other hand, a larger value of inventory days on hand could imply that an entity is having 
difficulty selling its inventory, have over invested in inventory and are now stuck with 
obsolete stock, factors which adversely impact profitability. 
Inventory management requires finding an optimal balance between the investment and 
liquidity trade-off which accounts both for anticipated market demand as well as sufficient 
inventory levels. The levels of inventory on hand need to be at a level which do not 
jeopardise the company’s ability to fulfil its orders and obligations but should also not be 




and Wöhrmann, 2013). The success of an entity is defined by how well it manages these 
factors and the control of its inventory at various stages within the operational cycle of the 
firm. 
Lastly, given that the study is assessing entities within the same industry, the inventory 
days on hand measure is appropriate given that the types of products sold by clothing 
retailers and their business models of these peer companies are of a similar nature.  Alan, 
Gao and Gaur (2014) further explain that when comparing competing entities in a similar 
industry, the days inventory on hand is an important signal to the investor as those 
companies with higher industry turnover ratios tend to outperform competing entities in 
terms of profitability and overall stock performance. 
How this relationship transpires in the South African clothing retail context presents an 
interesting aspect of study which this research purports to draw important lessons from. 
Accounts Receivable Days (ARD) 
ARD = (Accounts Receivable / Revenue) * 365 days 
The second component of the cash conversion cycle, the research’ metric for measuring 
working capital management efficiency, is the accounts receivable days measure. Falope 
and Ajilore (2009) define the accounts receivable days measure as the average time taken 
by an entity to collect outstanding payments from its debtors. The researchers further 
explain that for most entities, the efficient management of their accounts receivable days 
is in ensuring that the interval between the finalisation of a sale agreement and receipt of 
the proceeds from that sale is minimised to an optimal level. 
Accounts receivable days (ARD) finds importance in the fact that it gives great insights 
into a company’s profitability as well as cash flows. The ARD value represents the 
frequency, in days, of converting receivables into cash, reflecting an important facet of 
working capital management. A larger ARD value reflects that an entity is taking longer to 
convert its credit sales into liquid cash which may lead the entity into cash flow problems 
(Erasmus, 2010). Cash flow is important in the day-to-day operational sustainability of any 
entity, especially retailers. The time value of money principle also comes into play here as 
the longer an entity takes to recover these outstanding receipts due to them, the further 
the value of these amounts erodes, adversely impacting profitability. Furthermore, quicker 
collection allows the entity to put the cash into productive use to lever operational capacity 
and profits. However, a lower ARD value is not always a particularly good indicator, as 




profitability rather than improving the company’s financial performance (Akoto et al., 
2013). 
This then highlights the important trade-off and balance required between the credit and 
revenue collection policies of entities with their impact on profitability. Allowing for credit 
sales gives entities the ability to increase overall sales as customers are encouraged to 
purchase goods given the incentivisation of immediately receiving goods with a delay in 
the outlay of required repayment (Deloof & Jegers, 1996). These credit policies, although 
offering a boost in sales and profitability, compromise an entity’s liquidity position, 
rendering them being potentially unable to satisfy their immediate obligations. Thus, it is 
imperative that entities find an optimal balance between their credit policies and liquidity 
which has a positive impact on profitability. Gill et al. (2010) elucidated that there exists a 
shareholder value creation level which is promoted by the minimisation of the accounts 
receivable days measure to an acceptable level such that it improves profitability but not 
at the surrender of liquidity. 
Lastly, it is also important the accounts receivable days measure is assessed over time 
rather than at a specific point in time. Different trends in ARD over time and their interaction 
with varying factors such as economic conditions and how these affect profitability of 
clothing companies will give the study robust conclusions when assessing its relationship 
with profitability. 
Specifically, this interaction between ARD and profitability within a South African clothing 
retailing context will be focused and honed in on by this study to help it come to 
conclusions on how this relationship plays out with a developing economy sub-sector. 
Accounts Payable Days 
APD = (Accounts Payable / Cost of Goods Sold) x 365 days 
The accounts payables days measure forms the last component of the cash conversion 
cycle working capital management metric. The first two components being the inventory 
days on hand and accounts receivable days detail the operational cycle element within an 
entity’s cash flow cycle, explaining the amount of time taken by the company to procure, 
manufacture and sell inventory up until the company collects payment of those sold goods. 
The time taken then to repay outstanding payables then completes the cash conversion 
cycle given that the cash cycle represents the time period lagged between the cash 
repayment for the goods manufactured and the collection of the cash from outstanding 




Accounts Payable Days (APD) is a ratio which measures the length of time taken, usually 
represented in days, for a business to repay its short-term operational creditors including 
suppliers, trade creditors and other vendors. Once again, managing this length of 
repayment presents a trade-off which the entity must delicately balance (Deloof, 2003). 
On the one hand, extending the length of time taken to repay creditors allows the business 
the ability to retain additional cash and liquidity to be able to use the funds in more 
productive means such as investing in interest bearing instruments, ultimately positively 
influencing profitability. The downside to this is the threat to the relationships between the 
entity and its creditors given that delayed repayment puts strain on the suppliers working 
capital (Louw, 2015). Moreover, delayed repayment may induce penalties and further 
erosion of profits could be incurred due to foregone discounts given that suppliers usually 
provide discounts for early repayment. Lastly, to avoid the mismatch of their operational 
inflows in tandem to their outflows which would lead to liquidity issues, the company needs 
to ensure the repayment of these payables is sufficiently balanced with the operational 
inflows (Naumoski, 2019). 
Accounts payable days also has been shown to have an impact on profitability, however 
the directionality of this relationship is not conclusive across literature. Erasmus (2010) 
and Louw (2015) have found a negative relationship between APD and profitability, 
reflecting that for some forms the high implicit cost incurred outweighs the benefits 
afforded by delayed repayment. Falope and Ajore (2009) also purports that this liquidity 
and operational risk benefit to the entity comes at the cost of profits. Contrary to this, 
studies such as that of Dong and Su (2010) have found a significantly negative relationship 
between the extended creditor repayments and profitability. These researchers have 
argued that delaying repayment allows entities more productivity with their cash flow which 
can be reinvested either in the business or other investments which provide higher 
profitability. 
Thus, for South African retailing entities, it is important that this study investigates the 
relationship between accounts payable days and profitability in order to help it gain an 








Cash Conversion Cycle 
CCC = IDH + ARD – APD 
The culmination and interaction of the three above components reflect what is known as 
the cash conversion cycle. The cash conversion cycle incorporates the three elements of 
the net working capital cycle namely; inventory, accounts receivable as well as accounts 
payable. The effective management of these three components determines the efficiency 
of a company’s working capital (Deloof, 2003). 
Specifically, the cash conversion cycle is the time period lagged between the procurement 
of productive resources from suppliers, the employment of those resources into sellable 
goods, selling those goods, collection of those amounts from sold goods as well as the 
repayment of the outstanding invoices from creditors of operational resources (Enqvist et 
al., 2014). 
Shorter CCC’s offer entities the ability to have more liquidity by having less of the 
company’s capital being invested in operational or non-productive capital. Shorter cash 
conversion cycles looked at in isolation tend to lead to higher profitability for entities given 
quicker disposal of inventory, efficient collection of outstanding receivables as well as the 
ability to afford the ability to use the additional liquidity to invest in more revenue 
generating short-term investments (Deloof, 2003). However, these elements of working 
capital management do not operate in isolation but have inherent trade-offs which need 
to be balanced. The adverse effect of shortening cash conversion cycles involves putting 
entities at an operational risk due to potential stock outages, decreased credit sales 
induced by unfavourable credit terms and penalties, foregone discounts, ruined creditor 
relationships and reputational damage due to delayed repayments to creditors. 
Arguments can also be advanced for the positive impact that longer cash conversion 
cycles can have on profitability and firm value. Lengthier cash cycles involve larger 
investments in operational assets allowing businesses to increase sales given that longer 
cycles inform relaxed credit sale policies, encouraging consumers to purchase more. 
Sales growth is also driven by the avoidance of fulfilment issues due to retention of large 
inventory bases and inventory piles (Louw, 2015). The disadvantage to longer cash cycles 
relate to the downside of the entity’s capital being tied up in non-productive capital. This 
longer investment in working capital results in excessive inventory carrying costs, 




entity to invest its short-term excess capital in productive assets or interest-bearing 
investments, factors all of which negatively impact profitability. 
It is thus evident that there is a balance between the cash conversion cycle as a working 
capital management technique, as well as its underlying components which will 
significantly impact profitability. The research question pertaining to the CCC thus seeks 
to understands this relationship within a South African clothing retailing context. 
Working Capital Policy 
Working Capital Management Policies are instituted by entities to address two 
fundamental and consecutive questions in relation to its management of current assets 
and the financing notions related to those assets. The first question WCM policy speaks 
to is the level of current assets an entity wants to hold, that is, each financial manager 
needs to ascertain, given their targeted level of revenue, the level of investment of current 
assets their entity needs to partake in. Secondly, how this predetermined level of current 
assets is financed becomes a subsequent and important question WCM policy seeks to 
answer (Nazir & Afza, 2009). 
The entity, through its policy decision making and implementation, must ensure that 
working capital is invested in sufficiently, such that it is able to fulfil its operational mandate 
and make profit whilst also being liquid enough to satisfy immediate and upcoming 
obligations and operational expenses as and when they become due. This trade-off needs 
to be delicately balanced as an overinvestment on operational assets although positive 
from a revenue generation aspect can be detrimental if those assets cannot be easily 
converted into liquid cash (Wanguu, 2015). 
Thus, every entity’s WCM policy tends to have an influence on profitability, however this 
needs to be managed in a poised manner with liquidity in a risk appetite manner best 
suited for said company. This section of independent variables and research questions 
thus seeks to assess this relationship and effect of WCM policies on profitability, 
particularly within a South African clothing retail context. 
Working Capital Financing Policy (Aggressive WCM Policy) 
WCFP = Current Liabilities / (Total Assets- Financial Assets) 
As the name suggests, this policy assumes an aggressive and risky stance in terms of 
working capital. Entities employing this policy estimate the exact amount of current assets 




contingencies. Entities employing this policy then invest that exact amount as means to 
primarily focus on limiting the amount they have invested in current assets. Both the fixed 
and variable current assets in this framework are financed through short-term debt. This 
excessive dependency on short-term financing further induces risk in the merits of this 
policy (Nazir & Afza, 2009). Thus, entity’s employing a WCFP, for the purposes of this 
study, will be measured as those who hold a higher level of current liabilities as a factor 
of their operational assets relative to their peers.  
At its best, this policy produces high profitability given the minimised inventory holding 
costs, the efficient collection of outstanding debt and delayed repayment to creditors. The 
minimised investment in current assets induces an interest cost saving whilst also allowing 
the firm to invest their funds in more productive and profitable vehicles. The downturn is 
the inherent liquidity and operational risks it imposes on the entity which at its extreme 
can lead the business into bankruptcy (Thakur & Muktadir-Al-Mukit, 2017). 
For South African clothing entities, this study seeks to probe this question in order to 
understand how those entities in its sample which have instituted relatively aggressive 
WCM policies relative to their peers’ more conservative WCM policies, have fared in terms 
of profitability. These lessons can then be generalised and provide key practical insights 
for the wider South African clothing retail industry.  
Working Capital Investment Policy (Conservative WCM Policy) 
WCIP = Current Assets / (Total Assets - Financial Assets) 
Converse to the aggressive working capital stance, the working capital investment policy 
avoids the liquidity and operational risks inherent in taking on an aggressive stance. To 
do this, the policy approach ensures excessive investment in working capital (Thakur & 
Muktadir-Al-Mukit, 2017). This investment in working capital not only caters for estimated 
operational output to account for revenue targets but also tries to account for all 
eventualities including seasonal fluctuations, change in the level of activity as well as going 
as far as trying to cover even seemingly unforeseeable events in order to minimise risks 
as much as possible. A relatively high proportion of long-term funding is used to finance 
current asset and operational requirements. The dependence on predominantly long-term 
funding allows an entity to achieve more liquidity and certainty to fulfil operational 
requirements ensuring the avoidance of potential bankruptcy. The main focus of this policy 




The trade-off for this excess liquidity comes at the cost of profitability given the failure of 
this policy to ensure optimal utilization of the entity’s funds. The excessive investment in 
working capital also bears with it, additional costs, such as inventory storage costs, higher 
interest expense costs, written off receivables and foregone interest income, all of which 
have an adverse impact on profits. 
For the purpose of this research, entities employing a conservative working capital policy 
are those who have a larger amount of short-term asset investment in relation to their total 
operational asset base in comparison to their peers.  
The question this study is trying to answer relates to interrogating what the impact of 
implementing a conservative WCM policy, a higher level of current assets, relative to an 
aggressive or hedging policy has been on South African retail clothing companies over 
the assessment period. These lessons will provide key insights to guide the working 
capital structuring and policy decision making for clothing retailers in South Africa.  
3.3.2.3 Control Variables 
To ensure proper specification of the relationship between the regressive and regressing 
variables, control variables may need to be considered to help it eliminate any factors that 
may disturb the relationship under assessment. 
Spector and Brannick (2011) define control variables as variables which a research 
purposefully neutralises in order to isolate the selection bias within the observed group. 
Control variables are not variables of interest but rather constitute an extraneous factor 
whose influence needs to be eliminated or controlled. These extraneous factors require 
control or elimination in order to avoid their interference with the analysis of the 
relationship between the regressive and regressed variables. Thus, control variables 
serve the purpose of keeping all conditions as similar as possible, allowing for the 
unbiased measure of the association between dependent and independent variables 
(Coles, Lemmon & Meschke, 2003; Spector & Brannick, 2011). 
In accordance with other important bodies of work which have studied this relationship 
between WCM components and policies with profitability, varying and extraneous factors 
which may also  have an influence on the profitability of the studied entities are controlled 
for (Deloof, 2003; Ejelly, 2004; Lazaridis & Tryfonidis, 2006; Samiloglu & Demirgunes, 
2008; Nazir & Afza, 2009; Akoto et al., 2013, Enqvist et al., 2014; Mathuva, 2015). This 




control variables to eliminate firm specific extraneous influences are firm size as well as 
the firm financial leverage.  
 
Firm Size 
Doğan (2013) asserts that in comparison to smaller firms, large firms have a competitive 
advantage which allows them to profit more given that they control a significant portion of 
the market share. The author further expounds on this by purporting that bigger firms are 
more likely to have higher profitability given that their extensive resources allow them to 
partake in opportunities which require higher capital rates, ultimately enabling them to 
participate and profit with minimal competition. Thus, it is imperative that such a factor is 
accounted and controlled for in the study. Firm size has been defined as the natural 
logarithm of turnover of the entity. This is in accordance with studies of a similar nature 
(Deloof, 2003; Lazaridis & Tryfonidis, 2006; Samiloglu & Demirgunes, 2008; Nazir & Afza, 
2009; Akoto et al., 2013) 
Financial Leverage 
Debt is used by entities to leverage their capital, allowing them to enter into capital 
intensive and profit generating projects. Thus, debt is used by many companies as a 
leverage for profitability and financial performance (Singapuruwoko & El- Wahid 2011). 
Brigham and Houston (2007) explains that companies obtain debt in order to finance and 
expand their operations. Larger operational and productive capacity for these entities 
tends to have a positive impact on net income, increasing profitability. As the study 
purports to isolate and address the relationship between WCM policies and components 
with profitability, it is thus important that this influence on profitability through leverage is 
accounted and controlled for in the research. Aligning with similar studies which have 
selected financial leverage as a control variable, this variable will be defined as the ratio 
of total liabilities over total assets for the subjects being studied (Talha, Christopher & 
Kamalavalli, 2009; Falope & Ajilore, 2009; Erasmus, 2010; Enqvist et al., 2014). 
3.3.3 Summary of Variables Used in Study 
Variable Calculation Role in Regression 
Operating Profit Margin (OPM) OPM = Operating Profit / Revenue Dependent Variable 
Return on Operational Assets 
(ROA) 
ROA = Operating Profit / (Total 
Assets – Financial Assets) 
Dependent Variable 
Inventory Days on Hand (IDH) IDH = (Inventory / Cost of Goods 
Sold) x 365 days 
Independent Variable 
Accounts Receivable Days 
(ARD) 
ARD = (Accounts Receivable / 





Accounts Payable Days (APD) APD = (Accounts Payable / Cost of 
Goods Sold) x 365 days 
Independent Variable 
Cash Conversion Cycle (CCC) CCC = IDH + ARD – APD Independent Variable 
Working Capital Financing 
Policy (WCFP) 
WCFP = (Current Liabilities / Total 
Assets – Financial Assets) 
Independent Variable 
Working Capital Investment Policy 
(WCIP) 





Firm Size (FS) FS = Log (Sales) Control Variables 
Financial Leverage (FL) FL = Total Liabilities / Total Assets  Control Variable 
            Table 3.1 – Panel Regression variables summary  
 
3.4 DEVELOPMENT OF RESEARCH QUESTIONS 
The study has research questions based on two main outcomes it aims to understand. 
The first study objective is on understanding the impact of working capital management 
components of South African clothing retailers on their profitability. 
From this first objective, the study has then developed four critical questions to help 
unpack these potential relationships between profitability and WCM components. These 
questions as discussed and elaborated on in the preceding sections are summarised as 
follows: 
1. What is the impact of Inventory Days on Hand on the profitability for South African 
clothing retailers? 
2. What is the impact of Accounts Receivable Days on the profitability for South 
African clothing retailers? 
3. What is the impact of Accounts Payable Days the profitability for South African 
clothing retailers? 
4. What is the impact of the Cash Conversion Cycle on the profitability for South 
African clothing retailers? 
 
The second focus aspect of the study is in understanding how the interaction of these 
underlying components, which form into policies of working capital management, have 
impacted the profitability of South African clothing retailers. Furthermore, this focus will 
help the research discover lessons on the impact of WCM policy on South African clothing 
firm profitability. To draw these lessons, this study then poses two critical questions around 




5. What is the effect of an aggressive WCM policy implementation on profitability 
within a South African clothing retail context? 
6. What is the effect of a conservative WCM policy implementation on profitability 
within a South African clothing retail context? 
 
3.5 RESEARCH TECHNIQUES 
3.5.1 Descriptive statistics 
From the raw data set of both the study’s independent and dependent variables, 
descriptive statistics will be calculated. This will give a description and understanding of 
the basic features of the working capital components, policies and profitability measures 
within the South African clothing sector. The main descriptive statistics that will be 
considered include the mean values, standard deviations, skewness, kurtosis as well as 
normality as measured through Jarque-Bera test  
To establish any correlation between the variables, a Pearson correlation coefficient 
calculation will be conducted and visualised over a matrix. This will identify the strength 
and direction of any dependencies amongst the selected variables. 
3.5.2 Inferential Techniques 
3.5.2.1 Model Selection  
Panel data is defined as data that contains multiple observations of each selected variable 
over a period of time (Lavrakas, 2008). Woodridge (2002) further explains that the 
repeated observations over time of the variables are termed as time series observations 
and the sampled elements from which these time-series observations are derived from 
are delineated as cross-sections.   
Given that the data employed in the study is longitudinal in nature, containing cross-
sectional observations of varying entities observed chronologically over time, panel data 
regression and analysis techniques have been deemed as the most appropriate inferential 
statistical technique. For the purposes of this research study, there are five cross sectional 
units (i.e. the five JSE listed clothing retailers) measured over the research’s time frame 
which spans between 2003 and 2019. Observations relating to the WCM policy and 
components of the cross sections are then made over the study’s research period. The 




thus allowing the panel dataset to be classified as balanced, enabling a wide panel data 
modelling application (Baltagi, 2008). 
There are several benefits to the employment of a panel data model as opposed to other 
linear or multiple regression techniques. The primary advantage of using this model 
includes the ability to control for individual heterogeneity. Specifically, panel regression 
will help this study isolate differences between the varying clothing retailers selected as 
subjects. Panel data analysis further enables this study to see the impact on profitability 
of these clothing entities over time and economic conditions (Baltagi, 2008). Lastly, panel 
models solve issues of collinearity given that there is more information, rendering these 
models more efficient. The efficiency of the estimator is further enhanced by the additional 
degrees of freedom which are present in these models (Baltagi, Bresson & Pirotte, 2003). 
Given this, in assessing the impact of WCM components and WCM policies on the 
profitability of listed South African clothing retailers, a balanced panel data regression 
analysis is seemingly appropriate.  
The full panel regression modelling process is fleshed out in the following chapter. One of 
the key elements in modelling data using panel regression analysis techniques requires 
the study to address concerns relating to potential dependence amongst the dependent 
variables and the unobservable heterogeneity amongst the groups selected in the model 
(Frees, 2004). Existence of correlation in the data would necessitate the application of a 
fixed effects panel as opposed to a random effects model for the inferential modelling of 
our dataset. To do this, the study applies the Hausmann test, a test for misspecification, 
which under its null hypothesis purports that there exists no correlation between the 
regressors and the unobserved effects. A rejection of this null hypothesis would then 
warrant the effects being fixed and the research consequently employing an ordinary least 
squares estimator to estimate its model. A non-rejection of the null then implies the use of 
a random effects specification, a more efficient estimator, given its Generalised Least 
Squares modelling technique (Hsiao, 2015) 
3.5.2.2 Model Development and Specification 
Based on the research questions detailed in the above subsection, the study will 
undertake to understand the relationships between WCM components and WCM policies 
with profitability as proxied by operating profit margin and the return on operational assets. 




clothing retailers in relation to their WCM components and policies by employing balanced 
panel data regression models. 
The balanced panel models employed in the research are derived based on the model 
developed by Sharma and Kumar (2011) and Louw (2015). Both these studies employed 
panel regression models to study these associations amongst the WCM components and 
profitability. Furthermore, to account for the evaluation of the influence WCM policies of 
South African listed clothing retailers on their profitability, the above models are modified 
to incorporate the working capital investment and financing policy (i.e. WCIP and WCFP) 
variables. These model derivations are congruent to those developed by Nazir and Afza 
(2009) in a similar study. 
Thus, in purporting to assess the studies research questions by evaluating the impact of 
WCM components and policies of firm i at time t of South African clothing retailers 
profitability between 2003 and 2019, the following balanced panel regression models are 
employed:  
Q1: The relationship between Profitability and Inventory Days on Hand 
OPMit = β0 + β1(IDHit) + β2(FSit) +β3(FLit) + γi + λt + εit    [1] 
ROAit = β0 + β1(IDHit) + β2(FSit) +β3(FLit) + γi + λt + εit    [2] 
Q2: The relationship between Profitability and Accounts Receivable Days 
OPMit = β0 + β1(ARDit) + β2(FSit) +β3(FLit) + γi + λt + εit   [3]  
ROAit = β0 + β1(ARDit) + β2(FSit) +β3(FLit) + γi + λt + εit   [4]  
Q3: The relationship between Profitability and Accounts Payable Days 
OPMit = β0 + β1(APDit)  + β2(FSit) +β3(FLit) + γi + λt + εit   [5]  
ROAit = β0 + β1(APDit) + β2(FSit) +β3(FLit) + γi + λt + εit   [6]  
Q4: The relationship between Profitability and the Cash Conversion Cycle 
OPMit = β0 + β1(CCCit) + β2(FSit) +β3(FLit) + γi + λt + εit   [7]  
ROAit = β0 + β1(CCCit) + β2(FSit) +β3(FLit) + γi + λt + εit   [8]  
Q5: The relationship between Profitability and Aggressive WCM Policy 




ROAit = β0 + β1(WCFPit) + β2(FSit) +β3(FLit) + γi + λt + εit  [10] 
Q6: The relationship between Profitability and Conservative WCM Policy 
OPMit = β0 + β1(WCIPit) + β2(FSit) +β3(FLit) + γi + λt + εit [11]  
ROAit = β0 + β1(WCIPit) + β2(FSit) +β3(FLit) + γi + λt + εit [12]  
The above expressions denote balanced panel regressions employed to assess the 
relationship between profitability and the WCM components and policy within the South 
African clothing retail context. In the equations, i denotes the ith firm with t delineating a 
specific year t. The variables in the regressions are expressed as follows: 
OPMit   :  Operating Profit Margin of firm i at time t 
ROAit   :  Return on Operational Assets of firm i at time t 
IDHit   :  Inventory Days on Hand of firm i at time t 
ARDit   :  Accounts Receivable Days of firm i at time t 
APDit   :  Accounts Payable Days of firm i at time t 
CCCit   :  Cash Conversion Cycle of firm i at time t 
WCIPit  :  Working Capital Investment Policy of firm i at time t 
WCFPit  :  Working Capital Financing Policy of firm i at time t 
FSit   :  Firm Size of firm i at time t 
FLit   :  Firm Leverage of firm i at time t 
β0   :  Intercept coefficient 
γi   :  Firm specific effects assumed constant for firm i over t 
λt   :  Time specific effects assumed constant over time for given t over i 








3.5.2.3 Modelling Approach Suitability 
The study’s adopted modelling approach is consistent with and supported by other similar 
studies which purported to assess the relationship between WCM components and 
policies with profitability. Renowned studies which have employed similar modelling 
approaches include Deloof (2003), Afza and Nazir (2007), Nazir and Afza (2009), Falope 
and Ajore (2009), Mathuva (2009), Gill et al. (2010), Akoto et al. (2013), Louw (2015) and 
Karim et al. (2018). 
Thus, the modelling approach employed in this study is appropriate for the assertions and 
assessments it is purporting to make.  
3.5.3 Further Statistical Techniques 
3.5.3.1 Multicollinearity and Singularity 
The existence of multicollinearity or singularity in any modelling tends to undermine the 
significance of its independent variables and thus needs to be assessed and addressed if 
so present (Louw, 2015). The presence of multicollinearity in an inferential study such as 
this would threaten the ability of the study’s model to independently estimate the 
relationship between each independent variable and the dependent variables, weakening 
the statistical power of the model. To assess multicollinearity, the variance inflation factors 
(VIF) measure is employed. The VIF quantifies the extent of correlation between an 
independent variable with the other predictors in a model (Robinson & Schumacker, 
2009). 
3.5.3.2 Residuals Diagnostics 
Normality 
For the study to be able to make valid inferences from its regressions, it is important that 
certain statistical assumptions relating to the error terms are satisfied. The first condition 
is that these error terms need to be normally distributed (Baum, 2001). To assess this, the 
study employs a Jarque-Bera test on the residuals. The Jarque-Bera test hypothesises 
under its null that the residuals are normally distributed, rejection of which would lead to 
the acceptance of the alternate hypothesis of the residuals being non-normal. This 
diagnostic is further corroborated through the analysis of histogram plots of the error 
terms. These plots depicting the behaviour of the residuals are expected to follow a bell 





Homoscedasticity purports the equal distribution of residuals, an important condition which 
needs to be satisfied when employing inferential statistical techniques. Failure to meet this 
condition weakens the validity and robustness of a study’s conclusions. To test this, this 
research employs White’s (1980) test which, under its null, hypothesizes that there exists 
no heteroscedasticity in the error terms against the alternate hypothesis that the residuals 
are heteroscedastic in the panel models. The study will however estimate its panel models 
using Panel Corrected Standard Errors (PCSE) coefficient covariance method which will 
deal with any potential homoscedasticity in the estimations. 
Independence of Error Terms 
The final assumption which needs to be met in order to ensure the legitimacy of the study’s 
linear panel models relates to the need for the prediction errors to be independent from 
each other. Using a similar approach as Louw (2015), for each of the panel data models 
employed, the residual terms are plotted against the estimated values in order to analyse 
the dispersion of these error terms. The analysis considers whether the dispersion of these 
terms follows any pattern or whether they are independently distributed.  
3.6 ETHICAL CONSIDERATIONS 
The data is contained in public databases and no permissions are required from the 
subjects and entities analysed to employ it. Moreover, this study has been given the 
appropriate ethical clearances from the University of Johannesburg School of Accounting 
Research Ethics Committee (SAREC). 
3.7 LIMITATIONS AND DELIMITATIONS 
The study focusses solely on the listed clothing entities operating in the South African 
retail clothing sub-sector. The first limitation relates to the fact that clothing entities who 
were previously listed and subsequently delisted are not included in the study. These 
entities would have provided an interesting lens to this study. However, these entities 
would threaten the consistency of the sampling approach of this study, hence their 
exclusion is justified. Secondly, businesses which have never been listed but also 
contribute to this sector have also been excluded given that their information is not 
standardised nor is it freely available to the public. As explained above, the exclusion of 
these private entities does not significantly impact the study given the oligopolous nature 




The last limitation, owing to the niched intentions of the study, relates to the relatively small 
sample size employed in the study. Only five firms have been used in the study’s sample. 
Again, the study has addressed these concerns by elucidating that the observations used 
are sufficient for the conclusions it is purporting. 
3.8 CONCLUSION 
The third chapter of the study has provided a detailed discussion of its research design, 
framework as well as research methods. This chapter has provided legitimacy to the 
remainder of the study where the theorised analysis will be conducted, and subsequent 
research results will be discussed.  
Using a deductive quantitative research design predicated by purposed samples, the 
statistical methods discussed above will be employed in order to make conclusions for the 
clothing retail industry in South Africa. The following fourth chapter elaborates on the 




















RESEARCH RESULTS AND ANALYSIS 
4.1 INTRODUCTION 
The fourth and penultimate chapter of this research study hones in on its purpose, 
specifically assessing and addressing the relationships between WCM components and 
policies of South African listed clothing retailers with profitability. To do this, this chapter 
comprehensively discusses the results of the varying statistical techniques employed on 
its data set.  
The chapter genesis with an in-depth analysis of the underlying components of the data 
by assessing the descriptive statistics of the raw data sets. This discussion centres around 
the measures of central tendency as well as measures of dispersion of the data set. This 
descriptive analysis helps to get general insights on the working capital components, 
policies and profitability measures of South African retailing entities.  
Secondly, this fourth instalment of the research study investigates any correlation 
potentially present amongst the variables through Pearson correlation analysis and 
discussion. The Pearson correlation method helps to identify the strength and direction of 
the relationships amongst dependent, independent and control variables.  
Thirdly, inferential regression techniques are employed to determine the significance of 
the associations between WCM components and policies with the profitability of South 
African clothing retailers. As delineated in the preceding chapter on this study’s research 
methods, the study will be employing a balanced panel regression approach. Specifically, 
twelve panel regression models have been employed to make its determinations. Panel 
data is detailed as data which is longitudinal in nature, containing observations across 
time on varying cross sections (Hsiao, 2014). This type of regression model analysis has 
the advantage of providing insight on the overall common group while allowing the study 
to account for individual heterogeneity within the data set. Unlike purely cross-sectional or 
time series analyses, panel data analysis provides more efficiency, information and 
variability allowing the study to come to more robust conclusions about its posed questions 
(Hsiao, 2014).  
The chapter then ends with an overall summary of both its employed inferential and 
descriptive statistical techniques. This final subsection draws together all the empirical 




research questions.  This closing section focuses on the results at both a generalised and 
a comparative firm level, allowing the research to form a prelude to the concluding remarks 
and recommendations it will elaborate on in the closing chapter.  
4.2 DESCRIPTIVE STATISTICS 
The descriptive statistical analysis will involve assessing both the measures of central 
tendency and dispersion.  Measures of central tendency are described as metrics which 
purport to detail the typical value or central point within a data set (Wilcox & Keselman, 
2003). These measures will provide information to the research relating to where most 
values within a distribution are typically situated. Measures of dispersion give insights on 
the variability and normality of the data set. These measures will give the study a view on 
the scattering of the data set, an understanding about the extent to which elements vary 
from one another and from the central value (Deshpande, Gogtay & Thatte, 2016). 
The results of the descriptive statistics of the total data set are shown below in table 4.1 
The chapter then follows with a discussion of these descriptive measures for the 
dependent variable defined as profitability, the independent variables of the study which 
have been chosen as the WCM components and policies as well as the control variables 
employed in the study.  
Table 4.1 – Descriptive Statistics 
 
Sources: Sharedata; Eviews10 output 
 
4.2.1 Profitability  
The return on operating assets margin measure for profitability reflects a mean or average 
value of 23.5% indicating that for every R1 invested in operational assets over the past 
two decades, South African firms have generated around 24 cents in operational profits. 
A report by CSI Market, a reputable global financial metric analysis tool, indicates that the 
Column1 OPM ROA IDH ARD APD CCC WCIP WCFP FS FL
 Mean 0,139 0,235 83,288 68,615 76,413 75,489 0,669 0,254 4,400 0,392
 Median 0,107 0,229 69,942 40,952 76,549 65,317 0,716 0,242 4,222 0,402
 Maximum 0,299 0,458 185,784 185,947 118,073 206,513 0,843 0,602 5,832 0,737
 Minimum -0,043 -0,067 28,951 6,789 24,501 -17,021 0,199 0,099 3,363 0,135
 Std. Dev. 0,081 0,118 35,334 54,138 20,390 58,854 0,153 0,100 0,711 0,171
 Skewness 0,121 -0,254 0,911 0,315 -0,212 0,270 -1,409 0,731 0,849 0,190
 Kurtosis 2,083 2,442 3,546 1,485 2,536 2,162 4,649 3,320 2,463 1,845
 Observations (n) 85 85 85 85 85 85 85 85 85 85




global retail apparel industry has shown an average for the return on assets of 15.4% in 
the past decade (CSI Market, 2020). This reflects that South African entities are, on 
average, more efficient in converting their operational investments into profits. This can 
be realised from both an efficient asset utilisation or revenue generation perspective.  
Furthermore, the median value, an indication of the balancing point of the distribution for 
this measure is 22.9%. This shows that the distribution of the operational returns 
generated from operating assets are relatively symmetrical. The profits of these clothing 
entities during the period of the study, from an operational asset return perspective, has 
centred around 23% with minimal deviation.  
The operating profit margin reflects an average return of 13.9% for listed South African 
clothing retailers. After settling product and other operational expenditure, clothing firms 
in South Africa are left with 14 cents or so from every R1 of revenue generated. This 
margin is in line with global retail apparel trends (CSI Market, 2020). The median of 10.7% 
reflects an asymmetrical distribution, indicating that operational returns for these firms has 
varied significantly amongst the entities in the study. This is also informed by the fact that 
although the entities assessed operate within the same industry, they have different 
product offerings targeted at various markets which would result in varying profits being 
realised on a yearly basis from company to company.  
To get a deeper insight into the variability of the profitability measures, the standard 
deviations are assessed by contextualising them relative to the mean. This is defined as 
the coefficient of variation. The lower the coefficient of variation the lower the dispersion 
around the mean is for a data set. For the ROA and OPM measures, the coefficient of 
variation measures at 50.2% and 58.2% respectively. The OPM measures reflects more 
dispersion given that it is an income statement measure. Income statement measures are 
prone to higher variability as they are measured from a zero base each yearly compared 
to the ROA which has accumulated balance sheet elements, which tend to not change 
significantly from year to year. The coefficient of variations of both profitability measures 
is large and indicates that profits of these South African clothing entities vary significantly.  
The range of the return on operational assets spans between -6.7% and 45.8% 
highlighting that the operational asset structures and utilisations have notably changed 
over the years amongst the studied entities. The range on the operating profit margin 
extends between -4.3% and 29.9%. Although narrower than that of the ROA, the range 




make-up of the entities in the dataset. Given that the OPM measure is focused purely on 
the income statement, the variation in the measure reflects the changing trend on a yearly 
basis than the accumulated effect reflected by balance sheet influenced measures such 
as ROA. The range highlights how an entity such as Rex Trueform has shown difficult 
periods resulting in negative returns but also how entities such as The Foschini Group 
who through effective strategical implementation achieved large OPM returns above 45%.  
Joanes and Gill (1998) details that skewness indicates the level of symmetry present 
within a dataset. A dataset is approximately symmetric if the measure for skewness lies 
between -0.5 and 0.5. For both the profitability measures in this study’s dataset, the 
skewness value falls within this range (i.e. ROA = -0.25 and OPM = 0.12) indicating that 
the profitability for South African retailers reflects a limited amount of skewness. 
Kurtosis is also an indicative measure of the distribution of a data set. As explained by 
Kim and White (2004), excess kurtosis reflects a regular occurrence of excessively 
deviating measures on either tail of the distribution. The researchers further delineate that 
kurtosis reflects how heavily the tails of a distribution vary from the tails of a normal 
distribution. A kurtosis value greater than 3 indicates the presence of excess kurtosis 
within the distribution. Excess kurtosis which could classify a distribution as either 
mesokurtic, leptokurtic or platykurtic depending on whether the excess is close to zero, 
positive or negative James (Kim & White, 2004).  
For the ROA metric the distributions excess kurtosis equals -0.56 indicating that the nature 
of ROA is mesokurtic in nature, following a relatively normal distribution. The OPM return 
metric reflects a more platykurtic distribution indicating that returns on operational profits 
for South African clothing entities can sometimes be prone to small outliers on both the 
positive and negative ends of the distribution. The platykurtic nature further emphasises 
the differences in the revenue and expenses make-up of the entities in our sample.  
4.2.2 WCM Components  
The IDH measure reflects that the average time it takes for a South African clothing entity 
to sell its product is 83 days. That is, most clothing retailers in South Africa require just 
under 3 months to turnover their stock. This statistic raises concerns given that the nature 
of the apparel industry is now operating under the tenets of “fast-fashion” with international 
clothing companies, competitors to the South African clothing firms, looking to sell and 




of carrying stock for longer periods which could see their product becoming obsolete and 
these entities ultimately losing profitability.  
The median of 69 days is quite disparate from the mean, implying that there is a fair 
amount of variability in the average time it takes for different clothing entities to sell their 
stock. The coefficient of variation for the IDH metric measures at 43% reflecting that there 
is a significant amount of deviation from the average of 83 days in selling inventory. This 
is informed by the fact that the different entities have different target markets and offerings 
which influences their average length of inventory turnover. For example, Rex Trueform’s 
primary target market is focused towards a mature age group whose clothing styles do 
not regularly change and thus selling stock to this base requires stock to held for longer, 
consequentially leading to lengthier turnover periods.  
The skewness and excess kurtosis measures reveal that there is a moderate skewness 
to the right in the distribution of average inventory days. This skewness to the right is also 
reflected by the fact that the mean is larger than the median. Far more clothing entities 
take longer than the median value of 69 days to sell their inventory. The rightly skewed 
and leptokurtic distribution of the study’s data set further reveals that in certain instances, 
entities have experience periods of lengthened inventory cycles rather than those of an 
average (i.e. 83 day) nature. 
On average it takes South African clothing retailers 69 days to collect cash from credit 
sales. In linking this with the IDH metric, these clothing companies have an operational 
cycle averaging 153 days. That is, these entities take over five months to sell inventory 
and collect cash from the sale of that stock. 
Across financial management literature, it is generally advised that entities should strive 
to collect their outstanding receipts within a 30-day period as the longer receivables are 
outstanding the higher the chance they become of impaired (Michalski, 2008). However, 
the different economical context provided by the South African market will have a 
significant influence on the contextual nature of this metric in this market. South Africa has 
an incidence of low-income levels, unemployment and high consumer debt levels 
indicating that retailers need to adjust to this and accommodate their customer base with 
relaxed credit and credit collection policies.   
The range and variability in the data set reflects the disparate credit policies informed by 
the varying business structures and sales demographic of the clothing retailers in our 




(LSM) customers has a substantially lower ARD measure as they have stricter collection 
and credit policies given that their customer base allows for this. In the midpoint of this 
range is Mr Price which takes just over 40 days to collect their outstanding receivables. 
Although Mr Price’s strategy is to target lower to middle LSM structures, the length of their 
receivables cycle is informed by the limited nature of the credit they afford their customer 
base as well as the low tiered pricing nature of their products which allows them to collect 
receipts quicker. The higher end of the ARD length is characterised by the collection 
periods of The Foschini Group and Truworths which have averaged 123 and 134 days 
respectively. This speaks to the fact that these entities, although targeting middle income 
LSM, have an offering which is relatively expensive. Given this, their credit policies need 
to allow for this and grant customers lengthier repayment periods.  
The deviation and variability of the ARD metric for South African clothing entities is further 
emphasised by the large coefficient of variation measure for the study’s data set which 
measured almost 80%. Furthermore, the excess kurtosis value of -2.5 reveals that apparel 
retailers in South Africa will frequently have vastly different and outlying accounts 
receivable collection days. As purported above, this is justified by the fact the operational 
structure, business structure, product offering, market segmentation, targeting and pricing 
strategy of each of these entity’s is different and aims to achieve different outcomes. This 
will influence their credit offering and collection policy.  
The average payables days reflects a mean value of 76 days for South African clothing 
retailers. South African clothing entities tend to settle their bills with creditors in just over 
two months. Traditionally, accounting theory and finance literature has purported that, to 
ensure efficient management of working capital, entities should target to have this metric 
around the 90-day mark (Vijayakumar, 2011). This then reflects that clothing retailers in 
South Africa have repayment policies which offer quicker than expected settlement times 
with their creditors. Although this comes at the cost of restricting liquidity, there are other 
benefits a business can gain from repaying their creditors promptly. As shown in the 
literature review, within an African or developing economy context, business relationships 
are valued and thus ensuring that these are maintained throughout the value chain is 
imperative. 
Furthermore, the equality of the median to the mean of this metric delineates minimal 
deviation within the dataset. South African clothing entities do not regularly deviate from 




distribution shows limited skewness and excess kurtosis, reflecting the commonness of 
the repayment periods to suppliers. 
The cash conversion cycle which brings together the elements of the operational liquidity 
reflect that on average it takes about 75 days for South African clothing retailers to sell 
inventory, collect the revenue from the sale of said inventory and also repay their short-
term creditors and suppliers. Looking at the three underlying elements making up this 
value, the CCC is lengthened by the average inventory days as well as accounts 
receivable days measures. South African clothing retailers have a significant amount of 
their liquidity tied up in inventory and uncollected receipts. The descriptive statistics reflect 
an inefficiency within the receivable’s collections and inventory turnover elements as well 
as an appreciation for well-maintained supplier relationships as revealed by the quick 
turnaround times for creditor repayments.  
The range of the cash cycle which spans between -17 and 207 days coupled with the 
coefficient of variation equalling 78% reveals that there is a significant amount of variability 
the cash conversion cycle of apparel retailers in South Africa. However, the tailedness of 
the distribution data set shows a tendency for the CCC days measure towards having 
small outliers and there being a small probability of the distribution taking on extreme 
values given the platykurtic nature of the distribution. This is further supported by the 
excess kurtosis value of -1.7 elucidating a cash conversion cycle distribution with flat tails.   
4.2.3 WCM Policy  
WCIP in this study has been calculated as the quotient of current assets over the 
operational asset base an entity has invested in. The mean value for South African 
clothing retailers reflects an average of 0.67. Thus, for every R1 invested in operational 
assets, about 67% (i.e. 67 cents) of this is invested in current assets. This reveals an 
element of conservatism in South African clothing retailers as their approach is one of high 
operational investment through larger inventory holdings and longer holdings of 
outstanding receivables. This large investment in current assets comes at the trade-off of 
liquidity and ultimately profitability. This trade-off between liquidity and profitability will be 
delved into in subsequent sections of this chapter.  
The median value of 0.71 is relatively close to the mean value of 0.67 reflecting that on 
average there is a limited variation in the working capital investment policies implemented 
by the entities in the study. The negatively skewed distribution reflects a flatter tail towards 




the higher end of the scale and that clothing retailers have tended towards having higher 
investments in current assets (i.e. conservative WCM approaches). The leptokurtic nature 
of the distribution further reveals that the WCIP’s implemented by the elements in the 
study reflect a heavily tailed distribution, which can sometimes be prone to outlying values.  
The descriptive statistics for the WCFP are in accordance and in tandemly converse with 
what is reflected by the WCIP data set distribution. This research has represented WCFP 
as the ratio of current liabilities over the total operational asset base of an entity. Thus, 
entities who have a higher short-term liability holding as a factor of their asset base, are 
those which employ more aggressive working capital stances with operational assets 
being mostly funded in the short term, reflecting minimal investment in said assets. The 
mean value of 0.25 indicates that on average, for every R1 invested in operational assets, 
South African clothing retailers have utilised about 25% (i.e. 25 cents) of supplier or short-
term creditor funding. Thus, there is minimal short-term financing in the working capital 
financing structures of these retailers, implying that they have opted for less aggressive 
and more conservative policy stances.  
The limited variation in the implemented WCFP policies of South African retailers is shown 
by the median of 0.24 reflecting a proximity to the mean. This minimal variation is coupled 
with the coefficient of variation equalling 36%. The entities have consistently employed 
conservative WCM policies. The data set al.so reflects a moderate skewness to the right, 
delineating that the distribution reflects a tendency of values in the distribution to tend 
towards the lower end the scale, that is, entities have tended to limit their current liabilities 
financing position and opted for more conservative investment approaches.  
4.2.4 Control Variables  
Firm size for the purposes of this study has been defined as the natural logarithm of sales.  
The descriptive statistics reveal that the firm sizes of the entities contained in the study 
are relatively similar given the closeness of the mean to the median. The mean firm size 
is recorded at 4.40 with the median measuring 4.22.  Given that the entities selected for 
our study are all in the clothing retail business, with relatively similar market share, this 
statistic thus makes sense. Moreover, the South African clothing retail is oligopolistic in 
nature, with a few participants dictating market dynamics. Thus, the firm sizes of these 
dominant participants, particularly those used in this study do not have significant 




to firm size. Proportionally, the data set has a bit more larger clothing retail entities than 
smaller firms, as measured through turnover.  
Firm leverage which is calculated as the quotient of firm liabilities over their total assets 
shows a mean of 0.39 for South African clothing entities. On average, for every R1 of 
assets contained in South African clothing retailers’ balance sheets, R0.39c of that is 
funded through debt and R0.61c through equity and other financing vehicles. The 
closeness of the mean (0.39) to the median of 0.40 indicates that these entities have 
employed similar leverage structures, with minimal deviation from the 40% debt-to-asset 
ratio mark. This is further revealed by the normality in the distribution as well as the 
distribution showing very limited skewness. 
4.2.5 Conclusion 
The descriptive statistics have drawn attention to the basic elements in the underlying or 
raw data sets of the variables employed in the study. The profitability metrics have shown 
a significant amount of variability as both the ROA and OPM measures have shown large 
coefficient of variations coupled with excess kurtosis and skewness. This informs that 
various entities, although in the same industry, have operated differently and it had a 
varying impact in the profits which they realised. In managing working capital, the WCM 
components reveal similarities amongst the entities in terms of repayment towards 
creditors. However, how the asset lever is managed shows significant differences. The 
accounts receivables days and inventory days measures reveal a wide-ranging 
distribution and show that given the differing market offering, segmentation and targeting 
outcomes of each clothing entity, these elements are managed in a varying manner. 
Lastly, the descriptive statistics reflect consistency in the manner in which policies relating 
to working capital have been employed across the clothing retailing entities in South 
Africa.  
4.3 PEARSON CORRELATION ANALYSIS 
A Pearson correlation analysis is used to investigate the linear relationships between the 
study’s continuous and quantitative variables. It should be noted that this is merely a 
descriptive statistical technique and will not be used within the study to make inferences. 
The Pearson coefficients do not indicate any causality between the variables, only 
correlation. Causality will be investigated with the regression models to be presented in 




The interpretation of the strength of the correlation is subjective and contextualised by the 
contents of a particular study. However,  Schober, Boer and Schwarte (2018) purports 
that when looking at the absolute value of correlation amongst variables, said correlation 
can be classified as being weak if it falls between 0.10 and 0.29, average if it ranges 
between 0.30 – 0.49 and strong when it scales between 0.50 and 1.00. 
A Pearson correlation matrix showing the strength and directionality as well as significance 
of the linear relationships of the study’s variables is thus conducted. The results are shown 
in table 4.2. When assessing the significance of these correlations, the null hypothesis 
hypothesises that the population correlation coefficient is equal to zero (i.e. p = 0). The 
acceptance of this hypothesis would delineate that there exists no linear relationship 
between the two variables. A rejection of the null and acceptance of the alternate 
hypothesis elucidates that the observed linear relationships between the variables are 
significant.  
Table 4.2 – Pearson Correlation Analysis 
 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 
Sources: Sharedata; EViews10 output 
 
The ROA measure reflects positive correlations with all the other independent variables 
besides the IDH measure with which it has a moderate negatively significant correlation 
with. The strongest correlation for the ROA measure is the association it has with OPM, 
measured at 0.76. This strong and statistically significant correlation is justified given that 
both these ratios are measured based on operating profits. The negative but significant 
correlation with IDH can be reduced to the fact the shorter inventory cycles usually, implies 
lower inventory investment and holding costs, higher sales and profitability which 
ultimately results in a greater ROA measure. APD and ROA have a significant but weak 
correlation. At both the 1% and 5% levels of significance, there exists a weak to moderate 
Column1 OPM ROA IDH ARD APD CCC WCIP WCFP FS FL
OPM 1.000
ROA 0.769*** 1.000
IDH -0.010*** -0.379*** 1.000
ARD 0.807*** 0.403*** 0.183* 1.000
APD 0.561*** 0.281*** 0.365*** 0.592*** 1.000
CCC 0.542*** 0.0453*** 0.642*** 0.825*** 0.417*** 1.000
WCIP 0.416*** 0.389*** -0.084 0.440*** 0.021 0.347*** 1.000
WCFP -0.041 0.268*** -0.310*** -0.133 0.143 -0.358*** -0.001 1.000
FS -0.713*** -0.729*** 0.232** -0.621*** -0.578*** -0.232** -0.336*** -0.456*** 1.000
FL -0.075 0.030 -0.084 -0.104 0.267** -0.238** -0.475*** 0.704*** -0.333*** 1.000
GDP 0.097 0.121 -0.275** 0.140 -0.022 -0.028 0.333*** 0.164 -0.235** 0.010












positive correlation between WCM policies and the ROA. Although both positive, the 
results indicate a stronger relationship between a more conservative WCIP as opposed to 
a more aggressive WCFP. Lastly, for the South African retailing entities contained in our 
study, there exists a strongly significant and negative relationship between ROA and firm 
size reflected by a correlation coefficient of -0.73. The larger a firm is in the South African 
context the likelier it is that its return on assets will be lower.  
The analysis reveals a very strong, statistically significant and positive association 
between OPM and the ARD measure of 0.8. The strong correlation could be attributed to 
the effect which relaxed credit policies can have on increasing sales and profitability. OPM 
also reflects positive and significant correlations with all the independent variables of the 
WCM components except for inventory. These strong significant correlations with WCM 
components and OPM are encouraging for the inferences which the study purports to 
make. In relation to WCM policy, OPM reflects a moderate significant positive correlation 
with the WCIP of 0.42. Thus, an increase in the investment of working capital or rather an 
adoption of a more conservative WCM policy approach is likely to have a positive impact 
on profitability increasing. The relationship between OPM and the WCFP measure is 
highly insignificant owing to the fact that OPM is a purely income measure, reflected on 
the income statement. Thus, balance sheet elements as measured by the WCFP would 
likely not have a direct and linear impact with OPM. The correlation coefficient of -0.71, 
significant at the 1% level indicates a negative association between operating profit and 
firm size. Consistent with the results revealed by the ROA association, profitability as per 
OPM is likelier to be lower the smaller a firm is.  
Inventory turnover reveals a strong positive and significant correlation with the cash 
conversion cycle, showing a Pearson correlation value of 0.65. A lengthening of the 
inventory turnover will lead to the cash cycle being lengthened as well. The IDH measure 
further reflects a moderate and positive correlation with the account payables days 
measure. Thus, a longer inventory turnover is likely to lead to a longer period of repayment 
towards suppliers and short-term creditors. The longer entities are stuck with stock, the 
longer they are without cash to repay creditors. With respect to WCM policies, there exists 
moderate and significantly negative correlation between the WCFP and inventory 
turnover. A lengthening of the IDH will lead to a decrease in the amount of financing 
required. Longer inventory periods (i.e. difficulty to sell existing stock) usually result in 
lesser financing needs and requirements in relation to current assets as the entity does 




The ARD measure shows a statistically significant strong correlation with the cash 
conversion cycle of 0.82. A strong dependency between the length of debtor collections 
and the cash cycles is present within the South African clothing industry. The longer these 
entities take to collect receipts from their debtors the longer their cash is tied up in 
operational activity. Furthermore, ARD also reflects a strong positive correlation with APD, 
so a delay in the collection of receipts will lead to in the delay in the ability of these entities 
to repay their creditors. The longer debtors are outstating, the longer an entity is without 
cash flow and are restricted in settling their obligations with their suppliers. The correlation 
matrix also reveals a moderately strong relationship between ARD and the WCIP of 0.48. 
A longer ARD leads to a larger investment implied in current assets. Furthermore, ARD 
shows a strongly significant negative relationship with firm size. The larger the entity, the 
shorter it will take them to collect outstanding receipts. Smaller entities do not have the 
capacity to enforce strict credit collection policies that the larger firms can.  
APD is positively and moderately correlated with the cash cycle period. A longer 
repayment of creditors will influence and lead to a longer cash cycle for South African 
entities. There also exists a strong and negative correlation between accounts payable 
days and firm size equalling -0.58. Smaller firms will tend to take longer to repay their 
creditors as opposed to their larger counterparts. Smaller firms are likelier to not have the 
cash flow capability of their larger counterparts to be able to settle outstanding invoices 
as soon as possible.  
The cash conversion cycle reflects a moderate and significantly positive relationship with 
WCIP of 0.35. A lengthier CCC implies that entity funds are tied up in operational activity 
and thus elucidates a larger investment in working capital. This is further confirmed by the 
negative and significant relationship present between the CCC length and the WCFP. 
Furthermore, at the 5% significance level, the CCC reveals negative linear relationships 
with firm size and leverage, showing Pearson correlation coefficients of -0.23 and -0.24 
respectively. Larger firms tend to have shorter cash cycles than their smaller peers given 
their ability to dictate terms to their markets. Moreover, firms with higher debt levels on 
their books are also likelier to have shorter cash cycles and institute aggressive WCM 
policy approaches given the larger short-term liability and funding on their balance sheets.  
The WCM investment policy is moderately and negatively correlated with firm leverage 
showing a Pearson correlation coefficient of -0.47. More conservative policy measures 




WCFP is strongly and positively correlated with firm leverage, revealing a correlation 
coefficient of 0.70. Aggressive WCM policy involves taking larger debt positions in order 
to finance operational activity, justifying the directionality and strength of this relationship. 
The significant correlation coefficient of -0.46 between WCFP and firm size elucidates that 
the larger a firm is in the South African retailing context the smaller the financing position 
it will likely take when financing their operations. Larger entities tend to have cash 
reserves, which is the cheapest financing option and will opt to utilise those sources before 
opting for leverage. 
At the 1% level of significance, firm size and firm leverage for the entities are moderately 
and negatively correlated with a coefficient of -0.33. Larger firms in the South African 
retailing context have lower debt levels than their smaller peers. This could be driven by 
the fact that larger entities, are more cash flush and have higher levels of liquid cash 
reserves available to them, hence they opt to take smaller positions with respect to their 
leverage.  
This Pearson correlation analysis has highlighted relationships among the variables, some 
which may have not been expected at the genesis of this research. However, this 
correlation research mechanism does not provide conclusive and statistically backed 
reasons as to why these associations amongst the variables exist. That is, correlation 
does not explain the causality element which will be important for the inferential 
conclusions this study is attempting. Furthermore, this correlation analysis, although 
indicative of existent relationships among variables, does not give an indication of which 
variable influences the other. These are merely assumed. This section has provided a vital 
starting point for the remainder of the study as it has provided an insight into the 
relationships present among the variables. The next step is to employ inferential 
techniques to help answer the causality aspect of these relationships.  
4.4 PANEL REGRESSION ANALYSIS 
Panel data analysis will be conducted in order to make inferences relating to the 
relationships between WCM components and policies with profitability. In that process, 
the research’ two primary objectives and six underlying exploratory research questions 
will be sufficiently addressed.  
4.4.1 PANEL DATA SPECIFICATIONS 
The first step conducted in our regression estimation is to run a pooled regression on the 




delineated equations in the methodology chapter. The results of these pooled estimated 
are denoted in Appendix A at the end of the study. Pooled estimations incorrectly assume 
that the relationship between the dependent and independent variables is constant cross 
sectionally and over time. Thus, although some of the pooled models reveal significance, 
such an estimation technique fails to account for any cross-sectional or time related 
differences, if so present in the dataset, and is as such inappropriate for the purports of 
this research.  
As an alternative to pooling the data set, a fixed effects (FE) model is employed in order 
to quantitatively assess and distinguish between the time specific and cross-sectional 
specific effects in the data set. The initial output as fleshed out under Appendix B, does 
not provide enough indication in terms of the appropriateness of the fixed effects cross-
sectionally as well across time. To determine the appropriateness of the fixed effects, the 
Redundant Fixed Effects test is completed on the estimated models. The Redundant FE 
test hypothesises in its null that the effects are homogenic across time and space. The 
results from these tests are shown below in table 4.3. The null hypothesis is rejected in 
each of the models presented and it can be concluded that the fixed effects are not 
redundant and consequently need to be accounted for. Thus, a panel regression 
estimation is appropriate 
Table 4.3 - Redundant Fixed Effects Test 
 
Source: EViews10 output 
However, before the panel models can be estimated, it is important that a determination 
relating to the possible existence of correlation amongst the unobservable homogeneity 
of the cross sections and the independent variables is made as this will influence the types 
of models used. The existence of this dependency elucidates that a fixed effects model 
as opposed to a random effects model needs to be estimated when modelling the 









1 OPM IDH  FS; FL 55.13 (0.000) 14.83 (0.537) 74.51 (0.000) Cross Section FE Not Redundant
2 ROA IDH  FS; FL 21.81 (0.000) 20.95 (0.180) 55.58 (0.001) Cross Section FE Not Redundant
3 OPM ARD  FS; FL 18.24 (0.001) 20.99 (0.178) 43.41 (0.000) Cross Section FE Not Redundant
4 ROA ARD;  FS; FL 22.82 (0.000) 28.49 (0.028) 53.22 (0.000) Overall FE Not Redundant
5 OPM APD  FS; FL 47.65 (0.000) 20.35 (0.205) 63.07 (0.000) Cross Section FE Not Redundant
6 ROA APD;  FS; FL 19.80 (0.000) 28.10 (0.031) 55.06 (0.000) Overall FE Not Redundant
7 OPM CCC  FS; FL 28.30 (0.000) 20.20 (0.211) 52.82 (0.000) Cross Section FE Not Redundant
8 ROA CCC  FS; FL 19.43 (0.000) 26.73 (0.045) 50.91 (0.000) Overall FE Not Redundant
9 OPM WCIP  FS; FL 54.67 (0.000) 19.02 (0.268) 74.83 (0.000) Overall FE Not Redundant
10 ROA WCIP  FS; FL 33.99 (0.000) 27.44 (0.037) 59.66 (0.000) Overall FE Not Redundant
11 OPM WCFP  FS; FL 40.92 (0.000) 22.26 (0.135) 62.83 (0.000) Cross Section FE Not Redundant








relationship. To make this determination, the Hausman test for misspecification is applied 
for each of the proposed twelve regression models.  
The Hausman specification test results for the twelve balanced panel models contained 
in the study are described in table 4.4. Each equations result corresponds to the panel 
equation number as defined in the previous chapter.  
Table 4.4 – Hausman Specification Tests for Panel Equations 
 
Source: EViews10 output 
 
In assessing the relationship between WCM components and policies, the null hypothesis 
for the Hausman tests is rejected at both the 5% and 1% levels of significance for all the 
underlying components of working capital. Thus, this relationship for the South African 
clothing retail industry is best assessed with a fixed effects model, assuming an ordinary 
least squares estimator as the function of the model estimate. 
The conservative WCIP policy relationship with profitability will be estimated differently 
depending on the measure of profitability. The null hypothesis is not rejected when OPM 
is used as the dependent variable, whereas it is rejected when ROA is employed. As a 
result, random effects estimation will be used to model the relationship between OPM as 
a profitability metric and the WCIP and fixed effects models to model the estimation 
between ROA and WCIP. The relationship or association between WCFP and profitability 
will consequently be modelled using a fixed effects estimation.  
To ensure regression assumptions are not violated, the study also addresses any 
concerns relating to multicollinearity as well as heteroscedasticity. To diagnose and 
assess multicollinearity, the variance inflation factors (VIF) measure is employed. The VIF 
quantifies the extent of correlation between an independent variable with the other 
predictors in a model (Robinson & Schumacker, 2009). Consequently, a high VIF indicates 
Equation # Dependent Variable Independent Variable Control Variables Chi-Sq Stat Prob Result Specification
1 OPM IDH  FS; FL 13.198 0.004 Rejected at 10% ;5%; 1% Fixed Effects 
2 ROA IDH  FS; FL 23.146 0.000 Rejected at 10% ;5%; 1% Fixed Effects 
3 OPM ARD  FS; FL 22.867 0.000 Rejected at 10% ;5%; 1% Fixed Effects 
4 ROA ARD;  FS; FL 18.824 0.000 Rejected at 10% ;5%; 1% Fixed Effects 
5 OPM APD  FS; FL 17.541 0.000 Rejected at 10% ;5%; 1% Fixed Effects 
6 ROA APD;  FS; FL 14.248 0.002 Rejected at 10% ;5%; 1% Fixed Effects 
7 OPM CCC  FS; FL 20.600 0.000 Rejected at 10% ;5%; 1% Fixed Effects 
8 ROA CCC  FS; FL 16.21 0.001 Rejected at 10% ;5%; 1% Fixed Effects 
9 OPM WCIP  FS; FL 3.298 0.348 Not Rejected at 10% ;5%; 1% Random Effects
10 ROA WCIP  FS; FL 9.987 0.019 Rejected at 10% ;5% Fixed Effects 
11 OPM WCFP  FS; FL 33.319 0.000 Rejected at 10% ;5%; 1% Fixed Effects 








that the associated independent variable is highly collinear with the other variables in the 
model. Orthodox statistic and econometric theory purports that any VIF above five is 
usually too high and signals that there could be a multicollinearity issue within the 
regression (Robinson & Schumacker, 2009). In all the equations employed in this study, 
as denoted below in subsection 4.4.2, the VIF ranges between 0.50 and 2.59, outlining 
that there is none to very moderate collinearity among the regressors. There is an absence 
of multicollinearity which could threaten the results of the employed panel models. Lastly, 
the panel data models are estimated using Panel Corrected Standard Errors (PCSE) 
coefficient covariance method which will deal with any potential homoscedasticity in the 
estimations.  
4.4.2 EMPIRICAL RESULTS AND ANALYSIS 
4.4.2.1 The effect of WCM Components on the Profitability of South African clothing 
retailers  
The below section details the summary results from the varying regression models 
employed to investigate the relationship between underlying WCM components (i.e. IDH, 
ARD, APD & CCC) with profitability which was proxied as OPM and ROA. Each regression 
equation relates to the delineated equations as detailed and so numbered in the third 
chapter of the study.  
Research Question 1: What is the relationship between profitability and inventory 
days on hand for South African clothing retailers? 
Table 4.5 – Regression Equations 1 and 2 Results 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 
Source: EViews10 output 
VARIABLE
VIF VIF
IDH -0.306 *** 1.411 -0.673 *** 1.398
FS 0.021 1.010 0.038 * 1.071
FL -0.148 *** 1.111 -0.272 * 1.096
C 0.187 *** 0.327
F-Value 51.280 *** 33.72 ***







Based on the first model in table 4.5, there exists a negative relationship between 
inventory days on hand and profitably, significant at both the 5% and 1% level. This 
elucidates an inverse relationship between profitability and inventory turnover in the South 
African clothing retail market. The longer it takes an entity to sell inventory the more its 
profitability declines. The coefficient underpinning this relationship equals -0.31 and 
indicates that over a 365 day period, a lengthening in the time taken to turnover inventory 
can decrease operating profit margins by up to 31%  in competing entities. At a lower level 
this translates to the notion that a ten-day difference between inventory turnovers of 
competing clothing retailers can have a 1% impact on operational profitability, which is 
significant. An entity which sells its inventory quicker than its competitors will likely achieve 
higher profits and the larger that difference in turnover periods, the higher the difference 
in profitability’s will be as well.  
A lengthened inventory turnover period has negative connotations from both an income 
generation and expense management perspective, all which would negatively impact 
profitability. A lengthier IDH means an entity is taking too long to sell their stock and thus 
limiting sales revenue. Moreover, holding inventory for longer periods induces inventory 
holding costs, increasing expenses for the business and adversely impacts profits.  
The above results are in accordance with studies and conclusions made by Deloof (2003), 
Falope and Ajilore (2009), Dong and Su (2010) as well as Louw (2015). These researchers 
all concluded that reducing the number of inventory days will lead to a firm increasing its 
profitability.  
The adjusted r-squared value of 0.81 indicates that over eighty percent of the variation in 
the operating profit can be explained by the dependent and control variables. This speaks 
to the strength of the model as well as the appropriateness of the variables selected in 
trying to understand this relationship. Lastly, the F-test, which in its null states that all the 
regression coefficients are equal to zero, is rejected at all levels of significance. Thus, the 
regression model fitted is significant and appropriate.  
Using the return on operational assets as a dependent variable proxy for profitability to 
investigate its association with inventory days on hand yields the same conclusion of a 
negative relationship between profitability and inventory turnover for South African 
clothing retailers. Moreover, this negative relationship between ROA and IDH shows a 
strong association between the two variables given a coefficient of -0.673 over a year. 




the return on operational assets by around 0.2%. A clothing retailer would be able to 
improve profitability by close to 2% if they quickened inventory turnover by ten or so days.  
The balance sheet return impact of this relates to the fact that quicker inventory turnover 
delineates lower inventory holdings and balances which indicates an efficient operational 
usage of the asset. Thus, ROA would subsequently increase, justifying this observed 
relationship.  
A negative relationship between profitability and inventory turnover was also found in 
studies of a similar nature. Afza and Nazir (2007), Erasmus (2010) and Charitou et al. 
(2010)) all concluded that there exists a negative association between the time an entity 
takes to sell its inventory and the amount of profit it makes.  
More than 75% of the variation in the return on operational assets profitability measure 
can be explained by the chosen independent and control variables. At the 1% and 5% 
levels of significance the F-test statistic is rejected, and the study can conclude that the 
coefficients delineated by the model are significant and appropriate in explaining this 
relationship.  
Research Question 2: What is the relationship between profitability and accounts 
receivable days for South African clothing retailers? 
Table 4.6 - Regression Equations 3 and 4 Results 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 
Source EViews10 output 
 
The third regression model as denoted in table 4.6 details that there is a significant and 
positive relationship between accounts receivable days and operating profit margin. This 
positive relationship elucidates the fact that having relaxed credit policies induces 
customers to purchase more, driving sales and ultimately profitability. This association 
VARIABLE
VIF VIF
ARD 0.151 ** 1.032 -0.032 0.908
FS -0.010 0.962 0.0180 2.479
FL -0.233 *** 1.004 -0.499 *** 1.089
C 0.247 ***
F-Statistic 45.708 *** 10.190 **







also speaks to the LSM demographic in the South African market. South African 
consumers are limited in terms of their disposable income and thus items such as clothing 
would not feature in their top buying priority items. Thus, to boost sales, clothing retailers 
are required to offer credit as this would be a more affordable mechanism for the 
customers to afford clothes. Furthermore, this also speaks to the fact that these retailers 
should allow for more relaxed credit collection policies to allow for their customer base to 
be able to repay their debts. Although leading to longer ARD periods, this incentivises 
higher sales and ultimately greater profitability.  
The conclusions found in this study between ARD and profitability are converse with other 
studies of a developed economy context throughout literature but consistent with 
developing economy conclusions. In a developed economy context, Deloof (2003), 
Lazaridis and Tryfonidis (2006) as well as Gill et al. (2010) all concluded that there exists 
a negative association between the lengthening of receipt collection periods and 
profitability. Within an African and emerging market Mathuva (2009) and Akoto et al. 
(2013) both found that more relaxed credit granting, and collection policies allows for 
growth in profits thus revealing a positive association between profitability and ARD. 
The relationship between ROA as a profitability metric and ARD as the independent WCM 
component metric is detailed in equation 4 above. Firm size and firm leverage are 
employed to ensure control and consistency in the regression model.  
From the results of the fourth regression model as shown in table 4.6 it can be concluded 
that within the South African retail clothing context the relationship between ARD and ROA 
is highly insignificant. This is demonstrated by the fact that the coefficient established in 
the model of –0.032 has a p-value of 0.83. Thus, the null hypothesis that this beta 
coefficient is statistically equal to zero is not rejected at the 1%, 5% or the 10% levels of 
significance. This relationship will not hold in the wider population. ARD will have an 
influence on an income-based return perspective but not in an asset and balance sheet 
return perspective. Consequently, within a South African clothing retailer perspective ARD 
should be managed by entities with a short-term income perspective rather than a longer-







Research Question 3: What is the relationship between profitability and accounts 
payable days for South African clothing retailers? 
Table 4.7 - Regression Equations 5 and 6 Results 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 
Source EViews10 output 
 
The results as indicated by regression model five, reveal a positive association between 
the APD and the OPM measure which is significant at the 10% significance level for the 
South African clothing retail context. The relationship elucidates that a lengthening of the 
time taken to repay creditors will have a slight but positive impact on profitability. The 
regression model shows a coefficient value of 0.057 delineating that over a year, a 
deferment of repayment of outstanding invoices, all else equal, can positively influence 
profits by over 5%. Thus, taking a day longer to repay creditors will have a positive impact 
of improving the profitability by around 0.02%. This relationship  is expected given that a 
lengthening of the payables cycle affords an entity additional liquidity for more profit 
generating activities and investments. A lengthened cycle also lowers expenditure due to 
the repayment of invoices being deferred, factors all which ultimately increase profitability. 
However, although the relationship is significant, the association is relatively weak which 
speaks to the notion that in an African context supplier relationships are valued, and 
eroding these for liquidity gains is not incentivised as the profitability upside is small with 
the downside risks an entity opens up themselves to with these actions being significant.  
This significant positive association between operating profit and APD is consistent with 
several studies across literature (Lazaridis and Tryfonidis, 2006; Dong & Su, 2010; Gui et 
al., 2013; Louw, 2015). These studies have also conclusively purported that a deferment 
in the repayment of payments due to short term creditors will lead to an increase in 
profitability as measured through operating profit margin. Conversely, Aguenaou, Farooq, 
VARIABLE
VIF VIF
APD 0.057 * 0.941 -0.085 1.013
FS -0.025 0.883 0.011 2.593
FL -0.266 *** 1.066 -0.478 ** 1.139
C 0.341 *** 0.392
F-Statistic 43.386 *** 10.206 ***







Abrache and Brahimi (2015) and Aravind (2016) found significant negative relationships, 
arguing that firms who defer repayment incur high implicit cost via financing granted by 
suppliers should there be a discount given by suppliers for prompt payment which will 
induce an adverse impact on profitability.  
Over 78% of the variability in the independent variable can be explained by the APD 
measure and control variables.  Complimentary to this, at a 99% level of confidence it can 
also be concluded that the elected linear regression model accurately provides a 
statistically good fit to the data as evidenced by the F-test statistic and corresponding 
probability 
A balance sheet profitability return with accounts payables days perspective is provided 
by the sixth regression model delineated above. The results show a negative but 
insignificant relationship between the ROA and APD. This negative association is 
consistent with assertions made by Deloof (2003), Raheman and Nasr (2007) as well as 
Falope and Ajilore (2009). These researchers concluded that the implicit cost of forgone 
discounts will induce a higher investment in current assets which will lead to decreased 
profits. Although there is an association between the two factors in the South African 
clothing retail market, it is insignificant and consequently accounts payable days are not 
a critical factor for consideration when these entities are looking to improve their longer-
term operational asset return.   
Research Question 4: What is the relationship between profitability and cash 
conversion cycle for South African clothing retailers? 
Table 4.8 - Regression Equations 7 and 8 Results 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 




CCC -0.0378 ** 0.88 -0.119 * 0.880
FS -0.024 0.889 0.0234 0.504
FL -0.258 *** 0.996 -0.498 *** 0.572
C -0.353 *** 0.352
F-Statistic 43.473 *** 10.416 ***







The interaction of the underlying WCM components culminates to the cash conversion 
cycle, which is the consolidated measure of working capital management within the entity. 
The results detailed in table 4.8 indicate a statistically significant negative relationship 
between profitability as proxied by the OPM with the cash conversion cycle. Simply, a 
lengthening of the cash conversion cycle has significantly been shown to negatively affect 
profitability of South African clothing retailers. The coefficient of -0.038 is significant at 
90% and 95% levels of confidence.  
It is important that the results of this regression are related to the results which were 
uncovered in answering the first three questions, given that the cash conversion cycle is 
made up of the underlying WCM components (i.e. IDH, ARD & APD). Thus, this negative 
association between the CCC and the OPM can further be unpacked with respect to the 
significant relationships found between the underlying WCM components and OPM. The 
study has found that there exists significant and negative relationship between OPM and 
inventory turnover, as well as a significant and positive association between OPM and the 
invoice payment period. Thus, to reduce the cash cycle and subsequently improve 
profitability, a clothing retailer in South Africa would be incentivised to decrease their time 
taken to turnover inventory and to lengthen the time taken to repay their creditors. The 
accounts receivable days lever would need to be carefully managed given its positive 
association with profitability from an OPM perspective. Employing stricter credit policies 
for the guise of solely trying to reduce the cash cycle would have a deteriorating effect on 
profits. Thus, in purporting to reduce the cash cycle and improve profitability, the clothing 
entity’s in the South African market should target an increase in  inventory and payables 
management based strategy while in tandemly effectively managing the investment in 
accounts receivable to allow for increased sales and profits.  
This statistically negative association is consistent with most other works of literature in 
this field (Lazaridis & Tryfonidis, 2006; Falope & Ajilore, 2009; Uyar, 2009, Zariyawati et 
al., 2010; Dong & Su, 2010; Nobanee et al. 2011; Nwudwe, Agbo & Igbe, 2018; Pakdel & 
Ashrafi, 2019). These studies also found that in the markets and industries they 
investigated, a lengthening of the cash cycle leads to a deterioration of profitability.  
At the 10% statistical level of confidence, it can be concluded that there exists a negative 
relationship between the ROA profitability measure and the CCC, with the coefficient 
delineating this relationship equalling -0.119. The relationship elucidates that a shortening 
of the cash conversion cycle, will improve the company’s profitability. This conclusion 




clothing retailer in South Africa which reduces its cash cycle by, as an example, 10 days 
can realise profitability gains of over 0.5%.  
For the purports of improving ROA, the study has found though that only inventory days 
on hand yields a statistically significant relationship as a regressor with the return on 
operational assets profitability metric. Thus, in shortening the cash cycle, South African 
clothing retailers would be advised to have quicker inventory periods which would 
ultimately increase profitability. Targeting the improvement of the IDH measure rather the 
other WCM components has been shown to improve profitability from an operational asset 
return for South African clothing businesses. Once again emphasising the importance of 
efficient inventory management practices for the success and growth of South African 
clothing retailers.  
The negative relationship between ROA as a profitability metric and the cash conversion 
cycle has been found in other WCM literature as well. Takon (2013), Nwude, Agbo and 
Ibe (2018) as well as Linh and Mohanligam (2018) all found that an extension or 
lengthening of the cash cycle world have a detrimental effect on balance sheet profitability 
returns.  
4.4.2.2 The effect of WCM Policy on the profitability of South African clothing 
retailers  
The second objective this research seeks to investigate is in relation to working capital 
policies and their impact and influence on the profitability of South African clothing 
retailers. To go about this investigation, balanced panel regression models as described 
in the previous section were employed. The results from those employed panel models 
are detailed and analysed in the below section. These results will answer the final two 
research questions which relate to the investigation of the impact of working capital policy 









Research Question 5: What is the relationship between profitability and WCIP for 
South African clothing retailers? 
Table 4.9 - Regression Equations 9 and 10 Results 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 
Source EViews10 output 
 
The results show a significant and strong positive association between the WCIP and 
profitability as measured through operating profit margin. With over 90% confidence it can 
be concluded that an increase in the amount invested in working capital by South African 
clothing retailers will lead to an increase in profitability. The coefficient of 0.065 elucidates 
a strong relationship between these two variables. The coefficient indicates that, all else 
equal, a 1% increase in the amount invested in current assets by South African retailers 
will induce 6.5% uplift on profitability.  
South African clothing entities are incentivised to increase their investment in current 
assets in aiming to achieve more profitability. Given the relationships elucidated in the 
WCM components section, this investment in current assets would be advised for 
accounts receivable. Inventory has shown a significantly negative relationship with 
profitability, thus added investment in inventory would adversely impact profits. However, 
ARD was found to have a significant and positive impact on profitability. Thus, in 
increasing investment to realise profitability uplift, entities should increase investment in 
their receivables. An increase in receivables would be mandated both from a relaxed credit 
granting and credit collection approach which incentivises customers to purchase more 
goods, increasing sales and ultimately profitability. Longer credit terms also afford the 
entity the opportunity of earning additional income, given the interest lodged on these 
types of transactions.  
VARIABLE
VIF VIF
WCIP 0.065 * 1,16 0,074 1.138
FS -0.001 1,025 -0,032 1.018
FL -0.222 *** 1,073 -0.433 *** 1.079
C 0.225 ** 0.489 **
F-Statistic 44.873 *** 27.543 ***







The positive association between a conservative or WCIP with profitability was also found 
by Afza and Nazir (2007), Nazir and Afza (2009), Wajahat and Ul Hassan (2010), Caffaso 
(2011) as well as Temtime (2016). In the markets and industries studied, these 
researchers also concluded that additional investment in current assets would have a 
positive impact on profitability.  
The balance sheet related profitability return impact of the institution of a conservative 
working capital policy is also considered. As shown in table 4.9, the results reveal a 
positive relationship between the WCIP and the ROA profitability metric. However, this 
positive association between ROA and WCIP in the South African context is highly 
insignificant.  
As indicated when assessing the relationship between the ARD working capital 
component and operating profit margin, businesses would be incentivised to invest in their 
account’s receivables current asset rather than inventory which has an inverse association 
with profits when trying to increase profitability. However, the research’ second question 
found that there exists no statistical significance between ROA and ARD. This then 
informs why the study further finds that there is no statistically significant relationship 
between further investment in working capital with a return on operational assets.  
Research Question 6: What is the relationship between profitability and WCFP for 
South African clothing retailers? 
Table 4.10 - Regression Equations 11 an 12 Results 
***significance at 10%, 5% & 1% levels; **significance at 10%, 5%; *significance at 10% level 
Source EViews10 output 
 
The study’s final question purports to understand what the impact of employing an 
aggressive WCM policy has had on the profits of South African clothing retailers. The 
resultant equations 11 and 12 are shown above and will help answer this question.  
VARIABLE
VIF VIF
WCFP -0.128 * 0.986 0.021 0.969
FS 0.037 * 0.949 -0.045 0.953
FL -0.232 *** 1.016 -0.475 *** 1.032
C 0.427 *** 0.618 ***
F-Statistic 45.261 *** 27.075 ***







The results reflect a negatively significant relationship between profitability, measured as 
OPM and the WCFP. Within the South African clothing retailing industry, using a more 
aggressive working capital policy approach would have a negative impact on profitability. 
The coefficient of -0.128 indicates a very strong relationship among the variables as a 1% 
increase, all else equal, in a company’s current liabilities position would have a 12.8% 
adverse impact on profitability.  
The increased position an entity assumes from a current liability perspective induces 
several implicit and explicit financial costs which will negatively impact its profitability. The 
minimal gains entities might gain in lengthening the time taken to repay creditors will be 
offset by the implicit costs of foregone discounts. Moreover, a larger short-term debt 
position exposes the entity to higher finance repayment costs, decreasing profitability. The 
gains an entity would have assumed through the additional liquidity injection are offset by 
the additional financial expenses they assume.  
The goodness of fit test and statistical results indicate that the fitted regression is 
appropriate to describe the relationship between an aggressive WCM policy approach and 
the OPM profitability metric. Moreover, the adjusted r-squared value of the model 
measured at 80.4% revealing that the independent and control variables explain over 80% 
of the variability in the dependent variable once again speaks to the goodness of the 
overall fit of the model.  
The results of this negative association between profitability and the aggressive working 
capital are consistent with those found in other studies. Nazir and Afza (2007) found that 
an increase in the current liability holding to finance working capital would have a negative 
impact on profitability. However, Russel and Izzo (2009) concluded contrary to this. In the 
markets and industries they studied, the researchers concluded that there exists a 
significant and positive relationship between profitability and an aggressive WCM policy 
approach.  
As revealed by regression equation twelve, a positive and highly insignificant relationship 
between ROA and aggressive working capital policy exists. The beta coefficient of 0.021 
has a corresponding p-value equalling 0.87 and thus the null hypothesis of this beta 
coefficient being statistically equivalent to zero (i.e. β = 0) is not rejected at any acceptable 
level of significance.  
Russel and Izzo (2009) as well as Louw (2015) also found a positive association between 




These studies found these associations to be significant and concluded that using more 
short-term financing in their working capital structure helps entities to inject liquidity in their 
operations which can be used in more interest bearing and productive means to ultimately 
increase profitability.  
4.4.3 The Effect of Control Variables on the Profitability of South African clothing 
retailers 
The study has employed two control variables within its balanced panel data regression 
models. The control variables speak to firm specific related impacts which the study wants 
to control for. Although these control variables are not of primary interest to the study, the 
research can still draw important results from their interaction with both the WCM 
components and policies. These lessons can provide important insights for the emerging 
market economies and importantly, can further provide a benchmark for future research 
in the working capital field.  
In most of the models presented in the precursory subsections, firm size was found to 
have a highly insignificant relationship with the profitability measures. Thus, within the 
tenets of this study, the size of the firm does not have a significant impact on the 
profitability that an entity attains. This conclusion speaks to the fact that the South African 
retail clothing industry is oligopolous, with a few dominant participants of similar business 
size and structure who control the market. Market dynamics of an oligopolous industry do 
not allow for any single firm to try and single-handedly improve its position by outgrowing 
the competitors. Furthermore, the insignificance of the firm size variable extenuates that 
the results of this study can also be extended to a wide-ranging number of clothing entities 
operating within the South African market, irrespective of size. However, these 
insignificant results are contrary to those found in other economies and industries. Deloof 
(2003), Akinlo (2012) as well as Charitou, Lois and Halim (2012) all concluded on 
significant and positive relationships between profitability and firm size in their studies, 
finding that the larger a firm is, the higher its profitability would be.  
Firm leverage has a negative and highly significant relationship with profitability in all the 
models presented in the study. Clothing retailers with limited leverage, will tend to be more 
profitable. This can be explained by the fact that a larger debt position induces higher 
financing costs on the entity leading to a higher probability of default and the erosion of 
profitability. These results are also consistent with the conclusions found above of the 




instituted.  Deloof (2003), Zariyawati, Annuar, Taufiq and Rahim (2009), Nazir and Afza 
(2009) and Charitou, Lois and Halim (2012) also concluded congruently, finding a 
significant and negative association between profitability and entity debt positioning in 
their studies.  
4.5 CONCLUSION 
The purpose of this chapter was to investigate and subsequently address the research 
questions presented and developed throughout the first three chapters of the study. In 
addressing these objectives, a Pearson correlation analysis was conducted to gain 
insights on the basic relationships existing among the dependent, independent as well as 
control variables. Along with the descriptive statistics, these techniques were used to help 
describe the basic features and correlations of the data in a study. These techniques, as 
important as they were, did not however, address the issue of causality which is important 
for the inferential outcomes the study was attempting to make. To investigate causality, 
panel regression models were then employed to understand the relationship between 
profitability with WCM components and policies of South African clothing retailers. 
The results from the employed panel regression models revealed that South African 
clothing entities should focus their efforts towards inventory management given the strong 
association between profitability and inventory turnover. Particularly, the findings of this 
chapter have shown that quicker turnover of inventory is the key to profitability uptick in 
the clothing retail space in South Africa. A clothing retailer’s core operation involves the 
selling of inventory thus the management of inventory is imperative.  
Furthermore, the impact of accounts receivable management and accounts payables days 
management in influencing profitability has also been highlighted. Specifically, allowing 
debtors to have extended repayment terms whilst also increasing their credit limits to help 
generate sales will have a positive impact on profits. Lastly, a slight deferment of 
repayment to short creditors will inject liquidity into the retailer’s business which can be 
used in a more productive manner to increase profitability. However, this should not be 
done at the expense of critical supplier relationships. 
Taking the three components of working capital management together, the overall cash 
cycle has a negative and significant association with profitability. Entities are thus 
incentivised to shorten their cycles to improve profitability. To relate this to the underlying 
components of the cash cycle, this would be best managed through leveraging the 




This chapter’s results have revealed that a more conservative, investment working capital 
policy approach is what is best suited for South African clothing entities. The WCIP was 
found to have a strong and positive relationship with profitability. Consistent with this 
conclusion, the WCFP is shown to have a significantly negative relationship with 
profitability. Increased financing of current assets through short term liability positions will 
have a negative impact on the profits of South African clothing retailers.  
Although not of primary interest for the purports of this research, the study also draws 
paramount lessons with respect to the control variables employed in the study. The South 
African clothing retail industry is oligopolous in nature and thus market dynamics do not 
allow for any singular firm to try influence its profitability through growing or increasing its 
size. Importantly though, the analysis reveals a significant and negative relationship 
between profitability and firm leverage. Within a South African retailing context, entities 
are advised to hold less leveraged positions as higher incidences of debt induces higher 
financing costs, possibilities of default and profitability erosion. This can also be related to 
the negative association found between an aggressive and leveraged WCFP with 
profitability.   
The results uncovered throughout this chapter have shown consistencies, in the most part, 
to other similar research conducted within the field of working capital management. This 
synthesis with literature will be probed into more detail in the closing chapter.  
The next and final chapter of this research will then synthesize the analysis carried 
throughout the first four chapters to allow the study to draw conclusions on the study 
performed. These conclusions will also allow the study to make inferences and 
recommendations for the wider retail industry and African developing economy context. 
More specifically, the inferences will be charting new territory as the clothing retail industry 
is scarcely studied throughout literature. The conclusions made in the following and 











CONCLUSION & RECOMMENDATIONS 
5.1 INTRODUCTION  
The fifth and final chapter of this study draws together and synthesise all the findings 
uncovered throughout the first four chapters of this research. The study purported to 
investigate the associations between profitability and working capital management 
components and policies of South African clothing retailers. Orthodoxly, working capital 
management literature has argued for entities to reduce their cash conversion cycles to an 
optimum level given the inverse relationship it has typically shown with profitability. This 
implied entity’s limiting investment in their inventory and accounts receivable while also 
deferring repayment of short-term liabilities to inject liquidity which would be utilised towards 
more productive and profitability generating activities for the business. From a WCM policy 
perspective this approach has traditionally incentivised entities to employ more aggressive 
working capital policies rather having a conservative policy structure. Whether these same 
relationships would be consistent within a South African clothing retailer context were of 
primary interest and informed the objectives of this study.  
To go about this probe, both descriptive and inferential statistical techniques were employed. 
First, descriptive statistics were used to understand elements of central tendency, dispersion 
and normality of the dependent, independent and control variables. Pearson’s correlation 
analysis was then utilised to gain insight into any present linear relationships among the 
variables in the study. Although Pearson’s analysis thoroughly explained correlation, it is 
limited in that it does not address the key component of causality, a key element which is 
critical for an inferential study such as this. This correlation analysis did however provide a 
foundation for the inferential work the study was to make. Panel data regression analysis was 
then used to explore and explain the causal relationships between profitability dependent 
variables with the independent WCM components and policies. This panel regression process 
and subsequent results enabled the research questions and objectives to be answered. 
Importantly, significant conclusions were drawn, providing practical insights relating to the 
efficient management of working capital for South African clothing entities.  
Based on this exploratory correlation and panel data analysis this final chapter then concludes 
on the results from these techniques. In the process, the study’s research questions and 
objectives are answered and addressed, allowing for inferences and practical insights 
applicable within a developing economy for clothing retailers operating in this context to be 
presented. The chapter also compares the findings of the study with previous literature to 




underscore any limitations and foremost insights derived from the study which will provide a 
foundation for recommended considerations for future studies. These recommendations are 
critical given that they present a fundamental base which will help grow the body of knowledge 
relating to working capital management.  
5.2 INSIGHTS AND IMPLICATIONS OF RESEARCH RESULTS  
The correlation and regression analysis results fleshed out in the preceding chapter revealed 
a strong negative association between inventory turnover and profitability. Thus, a lengthening 
of the time taken for an entity to turnover inventory will have a negative impact on its 
profitability. These results once again emphasised the importance of efficient inventory 
management due to it being the core of a clothing retailers’ operations. The efficient 
management of inventory is beneficial both from a revenue generation and a cost 
management perspective. South African clothing entities with a lower inventory days on hand 
period are able to sell more stock generating profit whilst also minimising holding costs, factors 
all which have a significant impact on improving profitability. Within the South African clothing 
retailer context, the research has revealed that a ten-day difference between inventory 
turnovers of competing clothing retailers can have an impact towards profitability return of up 
to 2%, which is significant.  
In line with the significant negative association revealed between inventory turnover and 
profitability, the research analysis further shows that the cash conversion cycle also has a 
significantly negative relationship with profitability within the market studied. The findings 
advocate for a minimisation of the cash cycle in ensuring growth in profitability. That is, clothing 
retailers need to ensure that the underlying elements being the IDH, ARD and APD are 
collectively organised in a manner that ensures that each of these periods is efficiently 
managed to an acceptable level appropriate for the South African emerging market context.  
Given the established relationships expounded on in chapter four, the entities would be able 
to achieve this minimisation of the cash cycle either through a shortening of inventory or via 
the deferment of repayment of invoices from creditors. A deeper look into the results does 
however show that there is a minimal association between profitability and accounts payable 
days. Specifically, a more than three-month delay in repayment towards creditors would only 
accrue an additional profit gain to these entities of less than 0.5%, at best. Thus, solely 
focusing on payables in trying to decrease the cash conversion cycle to ultimately improve 
profitability would not be incentivised for the South African retail clothing companies. Once 
again, this speaks to the fact that inventory management is the single key most important 




A further important anecdote revealed by the preceding results chapter is the significant 
positive relationship between accounts receivable days and profitability from an operating 
income perspective. A relaxation of credit granting, and collection policies will have a positive 
impact on profitability. These more relaxed policies would allow cash strapped South Africans, 
with limited disposable incomes to be able to be participants in this market, allowing the 
entities to grow sales, have higher and quicker inventory turnover and ultimately increase 
profitability. This, however, needs to be balanced with the added liquidity and credit risk 
imposed on the entity by allowing consumers to assume more credit for extended periods of 
time.  
The results have further revealed the importance and value of maintaining customer and 
supplier relationships within an African retail context in driving profitability. From a customer 
aspect, it is important that South African clothing retailers do not, in an attempt to inject 
productive liquidity, squeeze their debtors by trying to collect their receipts as soon as 
possible. This would have a detrimental effect on profitability. On the supply side, stretching 
creditor liquidity through extensive late payments would have negative downside effects, 
impacting established relationships, entity reputation, operations and profitability. Thus, these 
two factors need to be maintained in a manner which speaks to the importance of demand 
and supply relationships but not at the expense of threatening operations and liquidity within 
the business.  
The research further investigated the impact of working capital policy on profitability to 
establish how the structuring of operational short-term assets and liabilities impacts returns 
within a South African clothing retail context. In the studied environment, there is a strong 
positive and significant relationship between profitability and a conservative approach to 
working capital policy. An additional 1% increase in the amount invested in current assets can 
increase profitability of these entities by over 6%, which is a significant uplift. This result can 
be married with the positive association found between accounts receivable days and 
profitability. Clothing retailers in South Africa, through additional investment in accounts 
receivable (i.e. allowing for more credit sales and longer credit repayment periods), allow for 
their client base to purchase more goods leading to higher inventory turnover and ultimately 
profitability.  
Conversely, the South African clothing retail market disincentivises an aggressive approach 
to working capital. South African clothing retailers who increase current liability investment by 
over 1% as an attempt to finance and limit their own investment in current assets are likely to 
see a negative impact on yearly operational profits of more than 12% due to this policy 




supplier and other external debt will erode profitability. From a short-term supplier creditor 
perspective, the extensive delayed repayment has a detrimental effect on profitability both 
from the explicit cost of penalties induced for late payments of invoices as well the implicit cost 
via financing from creditors of foregone discounts. At an on overall operational level this further 
impacts relationships with suppliers and organisational reputation which will negatively impact 
profits in the medium to long run.  
The results further showed that there is a strong negative relationship between profitability 
and firm leverage, elucidating that an additional 1% in one’s debt position all else equal will 
negatively impact profits of South African by at least 14%. Debt financing in an emerging 
market such as South Africa, which is characterised by high interest and borrowing costs, 
tends to be expensive. An aggressive policy which requires higher levels of debt induces a 
higher repayment cost to these entities and thus negatively affects profits, eroding firm value.  
In summary, the study has found that efficient management of working capital by South African 
clothing retailers in an effort to positively impact profits should be handled in five main 
complimentary approaches. Firstly, efficient inventory management practices need to be of 
primary purpose for these entities as this is key working capital component for profitability 
growth in the South African clothing retail context. Entities need to ensure that they sell and 
replenish inventory as quickly as possible in order to increase profitability. To incentivise sales, 
the second key finding is that retailers need to allow for more relaxed credit granting and 
collection terms to their customers. This incentivises customers and grants them the ability to 
afford and purchase more clothes, growing the sales and profitability of these entities. 
Extensive credit granting and collection policies also give companies the added implicit benefit 
of interest income generated from the credit sales, another factor which has a positive 
influence on profitability. Thirdly, the cash conversion cycle which is a culmination of these 
three elements shows a negative association with profitability thus purporting that in an 
attempt to increase profitability, the clothing entity’s in the South African market should target 
an increase in inventory turnover and payables management based strategy while in tandemly 
effectively managing the investment in accounts receivable to allow for increased sales and 
profits. Fourthly, considering this required additional investment in receivables to help the 
entity generate more sales, it is uncovered within the study that a more conservative, working 
capital investment approach is the incentivised approach for South African clothing retailers 
to increase profitability. Profitability of the entities operating in this industry can grow by as 
much as 6.5% with an additional one percent investment in current assets. Lastly, consistently 
with the positive impact that conservative or investment policy has on profitability, there is a 




with profitability. Clothing retailers who have a large portion of their working capital financed 
will negatively impact their profitability.  
5.3 SYNTHESIS WITH LITERATURE  
This study of the relationship between working capital management and policy with profitability 
is not new to literature. Several researchers have investigated this topic, albeit in different 
economic and industrial contexts (Deloof, 2003; Gill et al., 2010; Enqvist et al., 2014; Pakdel 
& Ashrafi, 2019; Farhan & Yameen, 2020). These previous studies have predominantly lensed 
in on this topic through the guise of developed economies and non-retailing industry 
perspectives. This research has however elected to grow this body of knowledge through 
providing insights and lessons from a developing economy retailing industry view, and more 
specifically for clothing companies who find themselves operating within such a context. This 
section of the study thus synthetically weaves the results of the research with previous studies 
to highlight any consistencies or contradictions with previous literature.  
With respect to the underlying WCM components, this research has found a significantly 
negative relationship between profitability and inventory turnover. This conclusion is 
consistent with Deloof (2003), Falope and Ajilore (2009), Erasmus (2010), Dong and Su (2010) 
as well as Louw (2015) who also found that a reduction of the time taken to turn over inventory 
will positively impact profitability. This study, in line with these mentioned studies emphasises 
the importance of efficient inventory management in influencing profitability and its growth.  
It is further concluded within the research that an extension of accounts receivable days will 
have a positive impact on profitability. The results of this positive association between ARD 
and profitability within the South African clothing industry is inconsistent with previous studies 
which have investigated this relationship in different industries and economic contexts. Deloof 
(2003), Lazaridis and Tryfonidis (2006) as well as Gill et al. (2010) all argued that the 
lengthening of the ARD introduces several liquidity and bad debt risks that offset any 
advantage from the additional revenue generated from credit sales. However, Mathuva (2009) 
and Akoto et al. (2013), in line with this study, argue that in certain developing economical 
contexts, allowing for higher credit and longer credit repayment terms will afford the customers 
the ability to afford goods, increasing sales and profits.  
Consistent with working capital literature, the study finds that there is a positive association 
between time taken to settle outstanding creditor invoices with profitability (Gui et al., 2013; 
Louw, 2015). These studies have all found that the deferment of the repayment of outstanding 
creditor invoices injects additional liquidity within the operational and working capital structure 
of an entity, liquidity which can be used in more profitable and productive income generating 




not as strong as the associations found in previous studies in a developed economy 
environment. This brings forth an important insight, highlighting that in developing economic 
conditions, even more so than developed economies across the world, end-to-end 
relationships across the supply chain are highly valued and need to be maintained as such.  
The cash conversion cycle has a significantly negative relationship with profitability within the 
South African clothing retail context. This conclusion is consistent with previous studies, who 
also found that shortening the time taken by the entity to turn their goods into productive cash 
sales will have a positive impact on profitability. This sentiment is shared within studies of a 
developed economy context (Chatterjee, 2010; Pakdel & Ashrafi, 2019), emerging market 
perspective (Falope & Ajilore, 2009; Dong & Su, 2010; Nwude et al., 2018) as well as previous 
studies conducted on the South African retail and manufacturing industries (Erasmus , 2010; 
Louw, 2015). The relationship found for the South African clothing retail context is parallel to 
the orthodox view across working capital literature. 
For the purposes of the study, in line with Afza & Nazir (2007) conservative working capital 
policy was measured as the ratio of current assets over total assets, delineating those entities 
with a higher amount invested in short-term assets as those with a more conservatively 
structured working capital. The research results reveal that there is a strong and significantly 
positive association between profitability and conservative working capital policy within a 
South African clothing retail context. This conclusion is in concurrence with Wajahat and Ul 
Hassan (2010), Caffaso (2011) and Temtime (2016) who also found that ensuring sufficient 
investment in current assets ensures that no sales are lost due to stock outs and more sales 
are generated through the incentivisation granted by generous credit policies, factors both 
which contribute to a growth in profitability. 
Furthermore, the research also shows that entities who approach working capital through an 
aggressive stance are likely to suffer profit declines. There is a strong significantly negative 
association between profitability and a WCFP in South Africa. The relationship reflects that an 
additional 1% increase in current liabilities as a base of total liabilities can erode profits by as 
much as 12.8% on a yearly basis. Afza and Nazir (2007) as well Afza and Nazir (2009) also 
found in their studies that an extensive use of short-term debt by an entity can have a 
detrimental effect on its profitability. However, Russel and Izzo (2009) advances an argument 
for the positive impact that an aggressive financing policy approach will have on profitability. 
The researchers found that, a financing approach allows the entity to have more liquidity at 
their disposal which can be used for more productive income generating means rather than 




It can be further extenuated though that where an aggressive financing approach has been 
found to be an appropriate working capital policy, firm leverage was also deemed to have a 
significantly positive impact on profits. That is, those studies also found that a higher incidence 
of debt in capital structure contributed to higher profitability in those instances. Moreover, it 
can be inferred that within those contexts, low interest and borrowing costs were a major 
factor, allowing entities to assume higher levels of debt at minimal risk in leveraging 
themselves and growing profitability. Consistently, within the South African market, this 
negative association between firm profits and aggressive working capital policy is also 
paralleled by the significantly negative relationship between firm leverage and profitability 
uncovered in the research. Thus, it is evident that in countries where costs to obtain and 
service debts are high, a largely leveraged position such as the one warranted by an 
aggressive working capital policy structure, will negatively impact profits.  
5.4 LIMITATIONS & DELIMITATIONS OF STUDY  
Although the study has been conducted in an encompassing and robust manner, sufficiently 
addressing the relationship between profitability and the WCM components and policies for 
South African clothing retail entities, there are however some limitations which have been 
observed. These limitations, which were identified at both the inception of the study as well 
during the investigation of the efficient working capital management practices in South Africa, 
will in turn form a basis for the proposed recommendations for future research within this field.   
Firstly, it is noted that a limited sample was employed in coming to the conclusions and 
inferences established about the South African clothing industry. For consistency of sampling, 
only the five clothing entities listed on the JSE during the period of the study were sampled 
and investigated. The first limitation relates to the fact that entities which were previously listed 
and subsequently delisted would not form part of the study. Moreover, the smaller unlisted 
entities, which provide their own working capital structural perspectives were also excluded 
from the study, a further limitation. These entities are not publicly listed and would once again 
have threatened the standardised approach of the study as a result of their financial 
information not being in line with IFRS standards. However, an understanding from an unlisted 
smaller entity scope would have provided more insights to the conclusions of the study and 
these smaller entities should be included within the scope of future research.  
Secondly, the study has focused solely on the clothing retail sub-sector. This decision is 
important given that this study purported to grow the body of knowledge of working capital 
towards a more a specialised and focused view. The study reveals insights for the clothing 
retail sector within a developing economy context, a view to its knowledge which has never 




scope could have been broadened to encompass other retailing entities as well as other 
businesses which operate in other industries. Perhaps a wider study to investigate and 
compare the varying working capital management practices of differing industries and entities 
within the South African market would provide further valuable insights.  
Thirdly, the study has elected to study the components and policies of working capital in a 
linear regressive manner. Each underlying WCM component and policy element was 
considered from an isolated manner to determine its interaction with profitability. The limitation 
is in that the conclusions of this study are arrived at from a ceteris paribus perspective, holding 
all else constant. Thus, any possible interactions between the varying independent variables 
which could influence profitability are not considered. These potential significant interrelations 
which were also insinuated by the results of the Pearson correlation analysis were not 
investigated and could provide further insights for the clothing and retail industry in South 
Africa.  
Lastly, it can be noted as a limitation that the Return on Operational Assets (ROA) profitability 
metric is calculated based on the book value of operational assets. That is, this profitability 
return metric does not consider return from a current market value perspective. This provides 
a limitation in that the balance sheet measure does not necessarily reflect the realised market 
conditions that South African clothing retail entities are experiencing. However, the study has 
also used OPM as a complimentary profitability measure. The OPM measure is a yearly 
realised income measure and consequently provides a recent and current perspective on the 
profitability of the enetity’s studied.  
5.5 RECOMMENDATIONS AND IMPLICATIONS FOR FUTURE RESEARCH  
Based on the above detailed research results and their implications, as well as the noted 
limitations, several avenues for future research to grow the body of WCM knowledge, 
particularly within a South African and developing economy context, can be pursued.  
This study elected to use operating profit margin as a profitability metric given that this 
measure considers the three main elements of efficient operational management. This metric 
allows any research to highlight the importance of properly managing sales, cost of sales and 
other operational expenses in ensuring positive profitability outcome. This is a measure which 
is fundamentally important in the retail industry but can also be further extended to other 
industries in subsequent studies to help them gain insights into how working capital 
management practices will affect their operating profit, both from a revenue generation and a 
cost management lever. Moreover, previous research has opted to employ the net profit 
measure which considers the finance and tax expenditures of the entity rather than the pure 




is an operational aspect of the entity, on profitability, net profit may give a misleading and 
incomplete analysis. Future research should also consider employing the more aligned, 
operating profitability measure.  
The importance of inventory management practices in driving stable profitability growth were 
continuously emphasised on throughout this research. This theme of efficient inventory 
management is carried throughout this research and as a standalone WCM component is 
shown to have the most significant impact on profitability. Therefore, it would be advisable that 
future research hones in and further delve specifically into the impact of the various aspects 
of inventory and their impact on profitability for entities in retail and other industries.  
Thirdly, it has been revealed throughout the research that relationships, both from a customer 
demand side and supplier supply side perspective, are important. From a customer demand 
side impact, it is shown that having credit policies that speak to a developing economy income 
perspective and relational context is crucial. Thus, further research should consider this insight 
and further delve into how income levels and the importance of appreciating customer 
relationships within a market influences working capital management practices and ultimately 
profitability. On the supply side, although retailers in a South African environment have the 
leeway to slightly delay their repayment to creditors, this would not be advised in the longer 
term. Financing working capital at the expense of short-term supplier creditors will have a 
detrimental effect on entity profitability, largely due to ruined relationships affecting operations 
and profits. Consequently, end to end supply chain management plays a crucial role in working 
capital management and its influence on profitability. Further research should be conducted 
on the effect of supply chain management as an efficient working capital management tool to 
broaden insights for the clothing sub-sector, retail industry and other industries.  
Although not of primary interest in the purports of this study, the research found a strong 
negative association between firm leverage and profitability. This result is compulsive as it is 
converse to orthodox finance theory which advocates for leverage as a means of gearing and 
increasing profitability for businesses. Subsequently, this presents an interesting avenue to 
explore for future studies. The angle which can be probed relates to how firm leverage, 
particularly in developing economies which are prone to high costs for obtaining and servicing 
debts, tend to influence profitability. This research could be targeted at varying industries and 
sectors with a comparative analysis across sectors also being a potential insightful approach. 
Lastly, in addressing the limitations delineated above relating to the limited sample size as 
well as the specific myopic focuses of this research, forthcoming studies should broaden their 
scopes. Future studies should do this by widening their investigation of working capital 




work has already been commenced by Erasmus (2010), Louw (2015) and Kasozi (2017) who, 
in their studies, have assessed working capital and its impact on the profitability of various 
entities listed on the JSE. However, there remains much more work to be done. At a more 
industry sub-sector level, the gap in the body of knowledge is much vaster and requires future 
researchers to probe these relationships at those focused levels as well. The work contained 
in this study will prove to be key in providing a starting point for these more specific sub-sector 
investigations.   
5.6 CONCLUSION 
From the onset, the study purposed to investigate and draw insights from the potentially 
present relationships between profitability and working capital management components and 
policies of South African clothing retailers. There is a strong association between the working 
capital management practices and policy structuring of clothing retailers in South Africa and 
their profitability. This study has confirmed, consistent with literature, that efficient working 
capital is imperative as it has an influence on firm profitability, value and ultimately shareholder 
wealth.   
This study is important as it will help grow the limited body of knowledge on working capital 
management for South African entities. Entities will be able to use this research to maximise 
their profitability through an appropriate working capital structuring and policy setting which 
minimises costs and risks while maximising profit generation. Ultimately, various stakeholders 
including fellow researchers, academics, finance managers and policy makers will gain 
several insights from this study. This will not only broaden their knowledge on the topic of 
working capital management but also help them understand the importance of efficient 
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